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PRINCIPLES  AIJD  PROCEDUPJ] 
POP  OPGAI'IZING 
COOPERATIVE  COTTON  GINS 


By  Otis  T.  Weaver 
Agricultural  Economist,  and 

U.  H.  Prickett 
Marketing  Specialist 

PURPOSE 

Proper  organi7ation  of  a  cooperative  requires  the  services  of 
a  competent  attorney  in  drafting  and  adopting  the  organization 
papers  and  in  other  legal  matters,  but  several  important  preliminary 
steps  must  be  taken  before  the  organization  is  ready  to  be  incorpo- 
rated.    Frequently  it  is  necessary  to  explain  the  underlying  princi- 
ples of  a  cooperative  organization  to  some  of  the  prospective  members. 
Local  conditions  must  be  analyzed  to  determine  the  need  for  a  cooper- 
ative gin,  and  to  consider  the  possibilities  for  its  success. 

The  idea  of  starting  a  local  cooperative  gin  usually  originates 
with  some  one  individual,  or  at  most  with  three  or  four.     The  task 
of  starting  and  completing  the  organization,  in  most  cases,  must  be 
done  or  at  least  supervised  by  a  small  group.     It  is  the  general 
purpose  of  this  publication  to  provide  information  and  soiggestions 
that  will  help  this  group  to  decide  v;hether  or  not  a  cooperative 
gin  is  needed  in  their  community  and,  if  it  is  needed,  to  assist 
them  in  completing  the  organization. 

The  more  specific  purposes  of  this  circular  are:     (l)  to  out- 
line some  of  the  desirable  features  of  a  cooperative  gin;   (2)  to 
discuss  some  of  the  local  factors  that  are  important  in  determining 
whether  or  not  a  cooperative  is  needed;  (3)  to  discuss  the  financial 
structure  and  dividend  policy;   (h)  to  outline  the  steps  of  organi- 
zation procedure;  and  (5)  to  suggest  some  general  forms  as  a  guide 
to  the  preparation  of  the  organization  papers. 


Note.  -  Acknowledgment  is  made  of  the  assistance  of  L.   S.  Hulbert, 
Assistant  General  Counsel,  and  E.  Marks,  Assistant  Attorney,  Farm 
Credit  Administration,  in  drafting  the  suggested  organization  forms 
included  in  this  publication. 
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SOME  DESIRABLE  FEA-TUEES  OF  A  COOPERATIVE  GIN 

The  underlying  characteristics  of  a  cooperative  gin  are  quite 
similar  to  those  of  a  gin  owned  by  an  individual  cotton  producer  and 
used  to  gin  his  ovm  cotton  exclusively.     In  both  types,  ginning  may 
be  considered  a  part  of  the  production  of  cotton.    Most  of  the 
questions  regarding  the  ownership  or  operation  of  a  cooperative  gin 
may  be  answered  by  niaking  comparisons  with  those  of  a  gin  exclusively 
OT.-ned  and  operated  by  one  cotton  producer. 

Although  the  practices  of  cooperative  cotton  gins  are  neces- 
sarily modified  by  the  local  conditions  xinder  which  they  operate, 
some  features  which  have  been  foiind  desirable  generally  may  be 
stated  as  follov/s:  1./ 

1.  Owned  by  cotton  producers  who  are  patrons. 

2.  Controlled  by  members. 

3.  Operated  for  the  benefit  of  patrons. 
U.  Charges  and  prices  conservative. 

5.  Dividends  or  invested  capital  limited, 

6,  Patronage  dividends  paid. 

The  cooperative  marketing  statutes  of  the  various  States  pro- 
vide the  legal  basis  for  the  realization  of  these  cooperative  prin- 
ciples. 

Ovmed  by  Cotton  Producers  ^iVho  are  Patrons 

Ownership  of  a  gin  plant  requires  an  investment  of  capital. 
Essentially  all  the  capital  of  a  cooperative  gin  should  eventually 
be  supplied  by  the  members  and  patrons  if  it  is  to  continue  to  oper- 
ate successfully.    AlthoUi-;^h  a  part  of  the  original  capital  require- 
ments may  be  borrowed,  the  initial  investment  of  the  members  should 
be  sufficiently  large  to  enable  the  cooperative  to  assume  the  ordi- 
nary business  risks  of  the  venture.     Since  the  liability  of  an 
individual  member  does  not  exceed  the  amount  of  his  paid-in  and  sub- 
scribed capital,  the  combined  investment  of  all  the  members  should 
be  sufficiently  large  to  insure  protection  to  creditors  and  to  each 
other.     From  the  standpoint  of  the  members  themselves,  a  substantial 
investment  of  capital  indicates  interest  in  the  undertaking  and 
tends  to  insure  loyalty. 


1/    Christensen,  C.  L. ,  Hobson,  Asher,  Bakken,  H.  H. ,  Froker,  R.  K. , 
and  Schaars,  M.  A.     Cooperation,  principles  and  practices.  Wis. 
Univ.  Ext.  Ser.  128  pp.,  illus.  19 36. 


-  3  - 


The  amount  of  capital  originally  supplied  by  each  memher  should 
preferably  "be  in  proportion  to  his  anticipated  patrona,ge.     Since  the 
benefits  of  cooperative  ginning  arp  in  proportion  to  the  use  made  of 
the  services  of  the  asr.ociation,  the  same  standard  should  be  followed 
with  respect  to  the  invested  capital.     In  view  of  the  desirability  of 
providing  capital  in  proportion  to  patronage,  a  long-time  financial 
program  that  tends  to  maintain  this  relationship  year  after  year  is 
much  to  be  desired.     A  plan  for  revolving  the  capital  structure  will 
tend  to  accomplish  this  purpose. 

Controlled  by  Members 

Control  by  members  is  perhaps  the  most  universally  recognized 
principle  for  cooperative  gins.     Regardless  of  how  much  or  how  little 
a  member  has  invested  in  the  capital  of  the  association,  he  has  - 
with  few  exceptions  -  one  and  only  one  vote.     In  most  of  the  cotton- 
producing  states  the  cooperative  statutes  make  such  a  practice  man- 
datory.    In  the  few  states  where  other  bases  of  voting  are  permitted, 
most  cooperatives  have  elected  to  follow,  or  in  actual  practice  do 
follow,  the  one-man  one-vote  principle. 

Membership  in  a  cooperative  is  personal  rather  than  financial. 
Investments  of  members  in  a  cooperative  gin  are  made  not  for  the 
purpose  of  realizing  a  return  on  capital  as  such,  but  to  provide 
efficient  ginning  service  at  minimum  cost.    Members  of  a  cooperative 
gin  receive  benefits  primarily  as  patrons  and  not  as  investors,  and 
therefore,  should  control  the  gin  because  they  are  patrons  rather 
than  investors.  2/ 

Control  by  members  of  the  ordinary  business  operations  of  a 
cooperative  gin  is  necessarily  indirect.     Members  control  the  general 
policies  of  the  association  since  they  adopt  and  amend  the  bylaws 
under  which  the  association  operates.     They  also  elect  a  board  of 
directors,  which,  in  turn,  employs  a  manager.     The  manager  is  respon- 
sible for  actual  operation  of  the  gin.     Since  all  or  part  of  the 
directors  are  elected  annually,  the  members  are  able  to  exercise  con- 
siderable control  over  them.     Directors,  however,  are  in  contact  with 
the  members  frequently  and  are  constantly  influenced  by  their  views. 

Operated  for  the  Benefit  of  Patrons 

Benefits  from  cooperative  gins  may  be  realized  in  better  gin- 
ning services  as  well  as  in  patronage  dividends.    A  cotton  producer 
is  interested  in  the  total  net  value  of  the  lint  and  seed  after  all 
costs  of  ginning  have  been  paid.     If  the  existing  ginning  facilities 
in  a  community  are  such  that  the  value  of  the  lint  is  reduced  by 


2/    See  Robotlca»F,and  Laughlin,  G.  C.  Cooperative  Organization  of 
Iowa  Farmers'  Creameries.     Farm  Credit  Administration.     Bull.  lU. 
92  pp.  illus.  1937. 
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improper  ginning,  a  well-equipped  cooperatively  o\vned  gin  plant 
might  pay  substantial  dividends  in  quality  of  service,  even  though 
the  rates  charged  were  higher  than  those  of  existing  gins. 

Benefits  cannot  always  be  measured  on  a  short-time  or  temporary 
basis.     After  a  cooperative  gin  is  established,  consideration  should 
be  given  to  the  ginning  conditions  that  might  exist  in  the  absence 
of  the  cooperative  gin.     Competing  gins  may  for  a  time  offer  lower 
ginning  charges  than  actual  operating  expenses  justify,  or  pay 
higher  prices  for  cottonseed  and  other  products  than  the  market  war- 
rants.    The  purpose  of  such  practices  may  be  either  to  force  the 
cooperative  to  do  likewise,  or  to  attract  the  patronage  of  the  mem- 
bers if  the  cooperative  refuses  to  do  likewise.     If  the  members  of 
the  cooperative  gin  are  so  shortsighted  as  to  permit  either  of 
these  results  the  cooperative  may  fail.     Then  charges  and  prices 
that  are  profitable  to  the  commercial  gins  will  be  reestablished. 

Charges  and  Prices  Conservative 

As  a  rule  cooperative  gins  charge  for  ginning  and  wrapping  and 
pay  for  cottonseed  and  other  products  at  the  same  rates  that  prevail 
at  nearby  commercial  gins.     In  numerous  instances,  however,  the  coop- 
erative gin  has  refused  to  become  involved  in  rate  cuttinje  and  price 
wars,  but  has  charged  a  higher  rate  for  ginning  and  paid  a  lower 
initial  price  for  cottonseed  and  other  products  than  competing  com- 
mercial gins.     A  cooperative  gin  whose  capital  and  patronage  are 
derived  from  its  members  cannot  hope  to  do  more  or  less  in  the  final 
analysis  than  to  render  ginning  services  at  actual  cost,  and  pay 
resale  price  less  handling  costs  for  cottonseed  and  other  products 
handled.  Jj/ 

When  the  initial  charges  for  ginning  and  wrapping  are  higher 
than  the  total  cost  of  providing  these  services,  and  the  prices  paid 
or  advanced  for  cottonseed  and  cotton  are  below  the  net  prices  for 
which  these  products  can  be  resold,  a  net  income  will  result.  If 
this  income  is  then  distributed  in  proportion  to  the  business  con- 
tributed, the  member  will  in  the  end  pay  actual  cost  for  ginning 
and  wrapping  and  receive  the  resale  price  less  handling  costs  for 
cottonseed  and  cotton. 

On  the  other  hand,  if  the  cooperative  charges  its  patrons,  who 
also  furnish  its  capital,  lower  rates  for  ginning  and  wrapping  than 
the  cost  of  performinj'T  these  services  and  pays  more  for  cottonseed 
and  cotton  than  the  prices  at  which  these  products  can  be  sold,  a 
loss  will  be  sustained.     This  loss  will  necessarily  reduce  the  net 
v/orth  of  the  association.    Any  impairment  of  the  invested  net  worth 
of  the  group  will  in  turn  offset  the  apparent  gain  from  low  ginning 

^1    Paulson,  7/.  E.     Some  problems  in  the  successful  operations  of 
cooperative  cotton  gins.     In  the  Southern  Social  Science  Quarterly, 
V.  2S.     June  1937- 
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rates  and  excessively  high  prices  for  products.     The  net  result  is 
again  that  the  final  charge  for  ginning  will  "be  its  cost,  and  the 
final  price  for  cottonseed  will  "be  the  resale  price  less  the  cost 
of  hs.ndling.     If  an  association  han  patrons  who  are  not  stockholders, 
any  losses  resulting  from  overpayment  or  inadequate  charges  will  be 
at  the  expense  of  the  stockholders  and  to  the  "benefit  of  nonstock- 
holders . 

Regardless  of  the  policy  followed  with  respect  to  rates  and 
prices,  the  members  of  a  cooperative  gin  -  who  furnish  both  the 
capital  and  the  patronage  -  cannot  do  more  or  less  than  obtain  these 
services  at  cost.     The  members  can  no  more  make  a  profit  on  their 
own  business  as  such  than  an  individual  farmer,  owning  and  operating 
a  gin  plant  to  handle  his  own  cotton  exclusively,  could  make  a  profit 
by  charging  himself  very  low  ginning  rates  and  paying  himself  very 
high  prices  for  cottonseed  and  cotton. 

The  rates  and  prices  established  by  a  cooperative  gin  associa- 
tion should  be  such  as  to  avoid  losses  from  price  changes  and  other 
normal  business  risks.     By  this  means  the  members  share  these  neces- 
sary risks  in  proportion  to  their  patronage  just  as  they  share  the 
benefits  from  cooperation.    Another  advantage  of  a  conservative 
policy  with  respect  to  initial  charges  and  prices  is  the  possibility 
of  paying  substantial  patronage  dividends  at  the  end  of  each  season. 
Patronage  dividends  in  relation  to  initial  charges  and  prices  empha- 
size the  benefits  of  a  cooperative  gin  to  its  patrons. 


Dividends  on  Invested  Capital  Limited 

Limitation  of  dividends  on  invested  capital  is  one  of  the  basic 
principles  of  cooperatives.     It  has  stood  the  test  of  time  and  experi- 
ence since  first  adopted  by  the  original  Rochdale  pioneers  nearly  a 
century  ago . 

The  legal  basis  for  limiting  returns  on  capital  is  definitely 
established.     The  cooperative  statutes  of  every  State  place  a  limit 
of  g  percent  or  less  on  capital  dividends.    The  Capper- Vol stead  Acti 
a  Federal  statute  applicable  to  cooperatives  that  do  interstate  or 
foreign  business,  provides  that  a  farmer  cooperative  in  order  to 
obtain  the  benefits  thereof  must  either  limit  dividends  on  capital 
to  S  percent,  or  limit  each  member  to  one  vote  regardless  of  the 
number  of  shares  of  stock  owned.     One  of  the  primary  requirements 
for  exemption  from  Federal  income  taxes  is  that  dividends  on  capital 
stock  shall  not  exceed  8  percent  per  annum. 

State  and  Federal  laws  specify  only  the  maximum  return  that  may 
be  paid  on  invested  capital.     Cooperative  associations  may  provide 
for  lower  rates.     The  general  tendency  during  recent  years  among 
cooperative  gins  has  been  to  lower  materially  the  returns  on  capital. 
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Many  associations  have  limited  dividends  on  stock  to  6  percent; 
others  have  placed  the  limit  at  k  percent,  and  quite  a  few  have 
entirely  eliminated  dividends  on  invested  capital. 

Patronage  Dividends  Paid 

Patronage  dividends  are  the  tangible  evidence  of  the  financial 
benefits  of  a  cooperative  gin  to  its  patrons.    They  are  the  means 
by  which  the  initial  charges  for  ginning  and  wrapping  are  reduced 
to  a  cost  basis,  and  the  initial  prices  paid  for  cottonseed  and 
other  products  adjusted  to  the  final  sales  price  less  handling 
costs.     Since  dividends  on  stock  are  limited,  capital  is  hired  in 
somewhat  the  same  way  as  labor,  and  receives  its  fixed  return  before 
the  amount  available  for  a  patronage  dividend  is  determined.  Any- 
general  reserves  out  of  income,  such  as  statutory  and  educational 
reserves,  and  reserves  for  contingencies,  are  also  set  aside  before 
the  amount  available  for  distribution  as  patronage  returns  is  deter- 
mined.   Although  patronage  dividends  come  last  in  the  claim  on 
income,  they  get  all  that  is  left.     In  this  respect  the  amount  of 
patronage  contributed  to  a  cooperative  corresponds  to  the  amount  of 
common  stock  invested  in  a  commercial  concern. 

The  ability  of  a .cooperative  gin  to  distribute  patronage  divi- 
dends depends  largely  on  three  factors: 

1,  Adequate  volume  of  business  in  relation  to  the  size  of  gin 
plant, 

2,  Initial  ginning  charges  sufficiently  high  to  more  than 
cover  operating  expenses,  and  initial  prices  or  advances 
for  cottonseed  and  other  products  less  than  prices  at 
which  these  products  may  be  sold, 

3,  An  efficient  and  economical  operation. 

Distribution  of  income  on  the  basis  of  patronage  is  not  neces- 
sarily limited  to  cash  distributions.     If  all  or  part  of  the  net 
income  is  used  to  retire  indebtedness,  purchase  additional  facili- 
ties, or  is  used  for  any  other  capital  purpose,  the  distribution  of 
patronage  dividends  may  logically  be  made  in  additional  shares  of 
stock  or  other  certificates,  or  set  up  to  the  credit  of  the  patron's 
capital  account  on  the  books  of  the  association. 

When  all  or  part  of  the  net  income  of  a  cooperative  is  used  for 
capital  purposes,  the  patrons  in  effect  msLke  an  additional  invest- 
ment in  the  capital  of  the  association.     The  amount  of  this  addi- 
tional investment  on  the  part  of  each  patron  is  the  amount  by  which 
the  cash  patronetge  dividends  of  each  one  would  be  increased  if  no 
part  of  the  income  were  retained  by  the  association  for  capital  pur- 
poses.    It  is  highly  desirable  that  at  least  part  of  the  net  income 
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be  used  to  accumulate  necessary  capital,  but  it  is  equally  desirable 
that  the  interest  of  each  patron  in  this  additional  investment  be 
recognized  and  properly  evidenced, 

NonTiember  business  is  important  with  respect  to  patronage  divi- 
dends.    The  extent  of  this  business  is  generally  limited  by  cooper- 
ative statutes.     It  is  never  legally  more  than  half  of  the  total 
business.     Some  State  laws  altogether  prohibit  nonmember  business; 
the  cooperative  statutes  of  other  States  permit  it  if  the  nonmembers 
are  allowed  to  share  in  patronage  dividends.     In  order  to  obtain 
exemption  from  the  filing  of  Federal  income  tax  returns,  and  the 
payment  of  Federal  income  taxes,  it  is  necessary  for  a  cooperative 
association  to  treat  nonmembers  the  same  as  members  with  respect  to 
patronage  dividends. 

If  the  cooperative  features  of  an  association  are  to  be  main- 
tained and  nonmembers  are  dealt  with  at  all,  a  cooperative  gin  must 
treat  them  as  members  with  respect  to  patronage  dividends.     It  is 
not  necessary  that  patronage  dividends  be  paid  in  cash.     The  payment 
may  be  deferred  by  issuing  nonvoting  preferred  stock  or  some  form  of 
revolving  certificates  to  members  and  nonmembers  alike.     If  nonmem- 
bers are  willing  and  eligible  to  becom.e  members,  all  of  their  divi- 
dends may  first  be  applied  to  the  purchase  of  a  share  of  common 
stock  or  membership  after  which  they  would  be  treated  as  all  other 
members.     Such  a  plan  with  respect  to  nonmembers  offers  an  excellent 
means  of  increasing  the  membership  and  volume  of  the  association, 
thereby  perpetuating  the  existence  of  the  cooperative. 

A  cooperative  gin  that  does  any  appreciable  amount  of  nonmember 
business  and  does  not  allow  the  nonmember  to  participate  in  patron- 
age returns,  but  pays  all  of  the  returns  to  its  members,  is  not 
strictly  a  cooperative  but  rather  a  profit  organization.     The  mem- 
bers as  owners  of  such  an  organization  become,  to  a  degree,  com- 
mercial ginners.     The  competitive  practices  necessary  to  attract  or 
hold  nonmember  business  will  inevitably  tend  toward  those  employed 
by  commercial  gins. 


k/    Knapp,  J.  G. ,  and  Lister,  J.  H.     Cooperative  Purchasing  of  Farm 
Supplies.    Farm  Credit  Administration,     Bull.     1,   92  pp.,  illus.  1935. 
See  pp.  8S-92 
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SOlvEE  ESSE^TTIAL  MOTS  TO  BE  MARKED  BEFORE  ORGANIZING 

The  actual  organization  of  a  cooperative  gin  should  not  be 
attempted  until  a  thorough  analysis  has  "been  made  of  local  condi- 
tions affecting  its  chances  for  success.     Is  there  a  real  economic 
need  for  a  cooperative  gin?  ^/    Will  the  members  support  it  by- 
investing  capital  and  contributing  patronage?    TThat  are  the  oppor- 
tunities for  economical  and  efficient  operation?    These  and  other 
pertinent  questions  should  be  answered  satisfactorily  before  an 
organization  campaign  is  begun.    An  extensive  field  survey  usually 
is  not  necessary,  as  most  of  these  questions  can  be  answered  by 
means  of  informal  discussion  among  the  group  originally  interested 
in  organization.     If  there  are  any  active  cooperative  gin  associa- 
tions within  a  reasonable  distance,  it  will  usually  be  found  helpful 
to  consult  with  them.    County  agents  and  other  extension  workers  of 
the  State  Agricultural  College  as  well  as  the  district  banks  for 
cooperatives  are  often  able  to  contribute  valuable  advice  and  sug- 
gestions. 

Some  of  the  important  factors  to  be  considered  in  determining 
whether  or  not  there  is  a  need  and  an  opportunity  for  a  cooperative 
gin  are : 

1.  Volume  of  cotton  and  number  of  gins, 

2.  Reasonableness  of  existing  rates  and  prices,  and  quality 
of  service  available, 

3.  Extent  and  nature  of  competition, 

h.     Interest  and  knowledge  of  potential  members  regarding 
cooperatives, 

5.  Financial  ability  and  tenure  of  potential  members, 

6.  '  Prospect  of  obtaining  competent  management,  and  efficient 

accounting, 

7.  Prospect  of  acquiring  an  adequate  and  modern  gin  plant, 

VolLune  of  Cotton  and  Number  of  Gins 

In  analyzing  the  possibilities  for  a  cooperative  gin,  it  is 
important  to  consider  the  vol'ame  of  cotton  to  be  ginned  in  the  com- 
munity in  relation  to  the  existing  number  of  gin  plants.  County 
figures  on  bales  ginned  and  number  of  active  gin  plants  may  be  had 
from  the  annual  bulletins  of  the  Bureau  of  the  Census,  U.  S.  ]}ep8rt- 
ment  of  Commerce.     County  figures  may  be  supplemented  by  local 


^/  Sanders,  S.  D.  The  Farmers'  Cooperative  Yardstick,  Farm  Credit 
Administration.     Circ,  17,     15pp.,  illus,  1937, 
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ginnings  during  recent  years.    Although  a  cooperative  gin  seldom 
can  expect  to  handle  all  of  the  cotton  produced  in  its  territory, 
the  local  as  well  as  the  county  ginnings  indicate  the  maxim\am  pos- 
sibilities of  a  local  cooperative  gin.     Certainly  th?  organization 
should  not  "be  contemplated  if  the  total  volume  available  is  extremely 
small. 

County  ginning  figures  will  also  indicate  the  variation  in  pro- 
duction from  year  to  year.     The  production  of  any  given  number  of 
members  of  a  cooperative  gin  may  reasonably  be  expected  to  vary  in 
much  the  same  degree  as  the  production  of  the  county.     Wide  variation 
in  production  from  one  year  to  another  makes  it  difficult  to  select 
a  gin  plant  of  the  most  economical  size,  but  the  trend  of  production 
for  several  previous  years  may  indicate  the  production  to  be  expected 
during  the  next  few  years.     Since  the  investment  required  to  purchase 
a  gin  plant  is  relatively  large  and  because  the  plant  is  expected  to 
be  utilized  over  a  number  of  years,  the  possibilities  of  future  cot- 
ton production  are  of  equal  importance  with  present  production.  In 
this  connection  special  attention  should  be  given  to  the  possible 
effects  of  various  programs  for  cotton  acreage  allotments  and  control 
on  the  future  trends  in  production. 

The  cotton  production  per  farmer-member  and  the  si2e  of  farms 
within  the  area  where  a  cooperative  gin  is  contemplated,  should  be 
given  consideration.     Low  production  per  farm  means  that  a  rela- 
tively large  membership  will  be  needed  to  secure  adequate  volume. 
A  large  membership  not  only  increases  the  membership  and  management 
problems, but  also  increases  the  cost  of  keeping  the  necessary  records. 
The  benefits  to  a  very  small  producer  of  belonging  to  a  cooperative 
gin  may  not  compensate  for  the  necessary  investment  of  capital  and 
the  risk  involved  on  his  part. 

The  total  number  of  bales  ginned  in  a  county  or  a  local  com- 
munity during  any  one  year,  or  the  production  per  farm,  is  of  less 
significance  than  the  average  bales  per  active  gin  plant.     There  is, 
within  limits,  a  minimum  volume  below  which  a  gin  plant  of  any  given 
size  cannot  operate  economically.     Recent  studies  of  cooperative 
gins  have  shown  that  e.  minimum  seasonal  volume  of  at  least  ^00  bales 
per  gin  stand  is  needed  for  economical  operation.     Ginning  expenses 
per  unit  are  usually  very  high  if  the  annual  volume  is  much  below 
500  bales  per  gin  stand.     On  this  basis  a  U-stand  plant  should  have 
a  minimum  of  2,000  bales. 


Reasonableness  of  Existing  Rates  and  Prices,  and 
Quality  of  Service  Available 

Existing  ginning  facilities  may  be  adequate,  but  this  does  not 
necessarily  mean  that  a  cooperative  gin  is  not  needed.     The  prevail- 
ing rates  and  quality  of  available  ginning  services,  as  well  as 
prices  paid  for  cottonseed  or  other  products,  must  also  be  considered. 
The  establishment  of  a  cooperative  gin  may  be  justified  if  the  gin- 
ning rates  charged  Bud  prices  paid  for  cottonseed  by  existing 
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commercial  gins  are  unreasonaljle ,     All  of  these  rates  and  prices 
must  be  considered  together  in  determining  whether  or  not  the  net 
result  is  an  equitable  charge.    Tor  example,  the  ginning  rates  and 
charges  for  bagging  and  ties  may  be  very  low  but  the  margin  on 
cottonseed  excessively  high. 

It  is  not  easy  to  analyf^e  the  reasonableness  of  these  charges 
and  prices.    Much  helpful  information  may  be  obtained  by  contacting 
existing  cooperative  gins.     Some  indication  of  the  margin  which  the 
local  commercial  gins  are  making  on  cottonseed  may  be  obtained  by 
comparing  local  prices  for  cottonseed  at  the  gin  with  carlot  prices 
at  nearby  oil  mills  on  the  same  day.     The  cost  of  loading,  trans- 
portation, and  losses  from  waste  and  shrinkage  should  be  taken  into 
consideration  in  making  such  comparisons. 

The  most  difficult  analysis  to  be  made  is  that  of  the  reason- 
ableness of  ginning  charges.     Studies  6/  of  the  expenses  of  cooper- 
ative gins  in  Texas  and  Oklahoma  during  1933-3^  have  shown  that, 
even  with  an  adequate  volume,  ginning  rates  very  much  below  25  cents 
per  100  poiands  of  seed  cotton  did  not  allow  any  considerable  income 
from  ginning  operations  alone.    A  ginning  rate  of  ?5  cents,  however, 
may  be  either  too  high  or  too  low  for  other  areas  where  conditions 
are  different, 

A  point  that  often  is  overlooked  in  considering  ginning  rates 
is  that  certain  operating  expenses  will  be  incurred  whether  the 
service  is  performed  by  a  cooperative  or  a  commercial  gin.     If  there 
is  any  difference,  the  cooperative  gin  will  have  more  expenses,  7/ 
For  example,  a  cooperative  gin  will  have  to  keep  records  much  more 
in  detail  than  a  privately  owned  gin,    A  cooperative  gin  frequently 
spends  more  for  management  than  a  privately  owned  commercial  gin 
since  the  commercial  ginner  may  operate  a  gin  as  a  side  line  to 
other  business  activities. 

It  is  entirely  possible  that  the  charges  and  prices  of  local 
commercial  gins  may  be  reasonable,  and  yet  an  economic  need  exist 
for  a  cooperative  gin  solely  on  the  grounds  that  the  available 
ginning  services  are  poor  or  inadequate.     In  fact,  a  poor  quality 
of  ginning  service  may  be  expected  if  the  prevailing  ginning  rates 
are  excessively  low.     To  the  extent  that  commercial  gins  in  a  given 


6/    Paulson,  W.  E.     Costs ,  Income  and  Financial  Status  of  Coopera- 
.''^ive  Gins  of  Texas ,  I933-3U.    Texas  Agr.  Exp.  Sta.     33  pp.  illus, 
(Mimeographed)  I935. 

Weaver,  0.  T. ,  and  Herrmann,  0.  W.  Analysis  of  the  Business  Oper- 
^ion  of  Cooperative  Cotton  Gins  in  Oklahom.a,  I933-3U.  Farm  Credit 
Administration.     Pull.  12.     96  pp. ,  illus.  1937. 

]_l  Hulbert,  L.  S.  Organization  of  Cooperative  Associations .  Farm 
Credit  Administration,     25pp.,  illus.  (Mimeographed) 
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area  are  furnishing  inadequate  ginning  service  and  the  q^aality  of 
the  ginned  lint  is  damaged,  the  value  of  the  cotton  as  reflected  in 
a  reduced  price  may  more  than  offset  the  low  ginning  charges. 

Extent  and  Nature  of  Competition 

The  local  competitive  conditions  should  "be  carefully  considered 
"before  starting  a  cooperative  gin.     A  cooperative  gin  may  he  needed 
either  "because  there  is  too  much  or  too  little  competition  among 
existing  commercial  ginners.     Lack  of  competition  is  often  reflected 
in  high  ginning  rates  and  low  prices  for  cottonseed.     On  the  other 
hand,  rate  cutting  and  seed  price  fights  "between  commercial  gins 
frequently  result    in  poor  ginning  service  and  unethical  trade  prac- 
tices. 

Experiences  of  numerous  cooperative  gins  have  shown  that  their 
participation  in  ginning  rate  fights  and  price  wars  in  buying  seed 
or  cotton  is  usually  disastrous.    A  cooperative  gin  is  usually  in 
an  unfavora"ble  position  to  engage  in  rate  and  price  wars.     If  any 
difference  exists  "between  the  rates  and  prices  between  a  cooperative 
and  acommercial  gin,  the  cooperative  should  be  on  the  conservative 
side  and  charge  higher  ginning  rates  and  pay,  or  rather  advance, 
relatively  low  initial  prices  for  cottonseed  or  other  products 
bought. 

Even  though  it  were  possible  for  a  cooperative  gin  to  charge 
rates  and  pay  prices  to  exactly  equal  the  costs  of  performing  these 
services,  such  a  policy  might  eventually  defeat  its  purpose  since 
the  members  might  not  continue  to  be  aware  of  the  benefits  they  were 
obtaining.     Competitors  v/ould,  of  course,  meet  these  charges  and 
prices  at  least  for  a  time,  and  all  cotton  producers  would  tend  to 
benefit  equally  with  the  members  of  the  cooperatives  at  the  risk  of 
those  who  furnished  the  capital  for  the  cooperative  gin. 

Interest  and  Knowledge  of  Potential  Members 
Regarding  Cooperatives 

Cooperative  gins  have  been  known  to  have  a  measure  of  success 
without  any  particular  interest  in  or  knowledge  of  cooperation  on 
the  part  of  the  majority  of  the  members.     Such  cooperative  gins  were 
organized  where  rates  and  margins  were  excessively  high  and,  as  a 
result  of  good  business  management,   the  gins  have  been  able  to  pay 
substantial  patronage  dividends  year  after  year.    Under  less  favor- 
able conditions,  but  equally  as  great  an  economic  need,  such  organ- 
izations are  likely  to  fail. 

Interest  in  and  knowledge  of  cooperation  on  the  part  of  the  mem- 
bers should  be  such  that  temporary  price  concessions  by  competitors 
will  not  undermine  their  loyalty.     Loyalty  must  be  based  on  a  real- 
ization of  the  long-time  benefits  of  cooperative  endeavor.  Members 
must  know  that  the  ownership  of  a  cooperative  gin  plant  requires 
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consideralDle  capital  which,  in  the  ordinary  course  of  events,  will 
be  furnished  by  the  members;  tha.t  a  cooperative  gin  has  expenses 
and  cannot,  over  a  period  of  years,  do  more  than  furnish  ginning 
services  at  cost,  consideration  being  given  to  patronage  dividends; 
and  that  the  maximum  price  the  gin  can  pay  for  cottonseed  or  other 
products  cannot  possibly  exceed  the  net  price  which  may  be  realized 
from  these  products.     If  the  members  of  a  cooperative  gin  are  prop- 
erly informed,  the  initial  charges  and  prices  will  not  be  a  matter 
of  primary  consideration  as  all  net  income  above  actual  cost  of  gin- 
ning and  the  net  earnings  on  seed  v/ill  be  returned  to  them  as  a 
patronage  dividend.    Assuming  that  a  cooperative  gin  is  efficiently 
and  honestly  operated,  the  initial  charges  and  prices  are  of  only 
secondary  importance. 

Financial  Ability  and  Tenure  of  Potential  Members 

The  purchasing  of  a  gin  plant  by  a  cooperative  is  nothing  more 
or  less  than  a  group  of  farmers  going  into  the  business  of  ginning 
their  own  cotton.     This  requires  an  investment  of  capital  on  their 
part.     Cooperative  cotton  gins  have  been  started  without  the  members 
furnishing  any  of  the  initial  capital.     Such  a  policy,  however,  has 
in  many  cases  proved  to  be  unsound.     The  interest  and  loyalty  of  a 
member  usually  is  indicated  by  his  willingness  to  assume  some  finan- 
cial responsibility,    A  considerable  amount  of  actual  cash  capital 
is  necessary  in  starting  a  cooperative  gin,    A  member  who  is  able 
but  unwilling  to  furnish  his  part  of  this  capital  will  likely  be 
among  the  first  to  leave  the  association  when  any  special  price 
inducements  are  offered  by  competitors. 

Although  the  ownership  of  a  farm  is  not  an  essential  qualifica- 
tion for  membership  in  a  cooperative  gin,  a  substantial  portion  of 
the  membership  should  be  reasonably  well  established  and  successful 
farmers  in  the  community  where  the  cooperative  is  to  be  located,  A 
farmer  who  moves  from  one  community  to  another  every  year  or  two  is 
not  a  good  prospect  for  membership.    Membership  studies  of  cooper- 
ative associations  have  shown  that  established  tenants  make  equally 
as  good  members  as  land  owners,  8/ 

Prospect  of  Obtaining  Competent  Management 
and  Efficient  Accounting 

The  lack  of  competent  management  is  perhaps  one  of  the  most 
serious  limitations  to  the  success  of  cooperative  gins.    As  ginning 
is  seasonal,  it  is  often  impractical  to  offer  a  com.petent  manager 
all-year  employment.     Several  cooperative  gins,  particularly 


8/  Jones,  J.  W.  Membership  Relations  of  Cooperative  Associations, 
Farm  Credit  Administration.     Bull,,  2,  I93ST 
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those  with  a  small  raemlDership  and  a  small  plant,  have  successfully- 
handled  the  management  problem  "by  hiring  a  competent  head  ginner  to 
have  complete  charge  of  the  mechanical  operations  of  the  gin  plant 
and  one  of  the  directors  or  a  member,  on  a  seasonal  basis  and  at  a 
small  salary,  to  sell  cottonseed  and  supervise  the  other  business 
operations  of  the  association.     Such  an  arrangement  would  likely 
prove  unsatisfactory  for  a  large  organization,  or  one  that  buys  cot- 
ton or  handles  any  appreciable  side  line  activities. 

An  important  factor  that  -often  is  overlooked  in  analyzing  the 
possibilities  of  a  local  cooperative  gin  is  whether  or  not  competent 
accounting  services  can  be  obtained.     The  weakest  part  of  many  cooper- 
ative gin  associations  is  the  inadequacy  of  their  records.     Too  often 
it  is  assumed  that  anyone  who  can  write  and  add  can  keep  books  for  a 
gin.     This  is  decidedly  not  true  of  a  cooperative  gin.    A  record  must 
be  kept  of  the  invested  capital  of  each  member;  likewise  a  record 
must  be  kept  of  the  amount  of  business  contributed  by  each  member  to 
each  department  of  the  ginning  business.     In  addition  to  these 
detailed  individual  records,  accepted  accounting  principles  9/  9.nd 
procedure  must  be  followed  from  the  very  beginning  in  recording  sub- 
scriptions and  payments  to  ca.pital,  and  in  setting  up  the  accounts 
with  fixed  assets,  if  a  true  financial  condition  of  the  association 
is  to  be  reflected  by  the  books.     Likewise,  the  operating  accounts 
must  be  accurately  kept  if  an  equitable  distribution  of  net  income 
is  to  be  made  at  the  end  of  each  season's  operations. 

Many  cooperative  gins  have  found  it  desirable  to  employ  a  compe- 
tent public  accountant  to  set  up  a  system  of  accounting  at  the  begin- 
ning of  the  organization;  to  supervise  it  during  the  active  ginning 
season;  and  to  make  an  audit  of  the  affairs  of  the  association  at 
the  close  of  the  fiscal  year.     Since  much  time  can  be  saved  by  an 
auditor  in  checking  the  records  of  a  system  he  has  installed  and 
supervised,  the  cost  for  this  extra  service  is  usually  more  than 
offset  by  the  savings  made  in  the  cost  of  the  audit. 

Prospects  for  Acquiring  an  Adequate  and  Modern  G-in  Plant 

Before  the  organization  of  a  cooperative  gin  association  is 
started,  some  information  should  be  obtained  with  reference  to  the 
possibility  of  acquiring  a  serviceable  gin  plant  of  the  proper  size. 
Specifications  and  prices  on  new  plants  may  be  obtained  from  gin 
machinery  companies.     Tentative  prices  on  local  gin  plants  that  can 
be  bought  may  be  obtained  from  various  sources.     It  is  sometimes 
desirable  for  a  newly  organized  cooperative  to  purchase  one  of  the 
existing  local  gin  plants  if  it  can  be  bought  at  a  reasonable  price. 
Not  only  does  this  lessen  the  competitive  situation,  but  it  allows 
the  local  commercial  ginner  an  opportunity  to  liquidate  his 


9/    Weaver,  0,  T.    Accounting  Principles  for  Cooperative  Cotton  Gin 
Associations.     Farm  Credit  Administration.     Bull.,  2,     92  pp.,  illus. 
1935. 
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investment.     Before  final  purchase  arranf;ements  are  made  for  any 
used  plant  I  the  services  of  a  disinterested  grin  appra.iser  should  "be 
obtained  to  determine  its  mechanical  condition  ajid  value. 

Some  cooperative  gin  organizations  have  found  it  desirable  to 
lease  rather  than  "buy  a  gin  plant.     Such  a  plan  may  have  som.e  merit 
in  that  it  permits  the  association  to  begin  operations  with  a  limited 
amount  of  paid-in  capital,    Howeveri  since  the  actual  ownership  of  a 
gin  plant  gives  a  cooperative  much  more  permanency  and  stability  than 
a  lease  arrangement,  definite  plans  should  be  made  to  acquire  a 
plant  eventually.     Sometimes  lease  for  a  gin  plant  may  be  made  with 
an  option  to  buy.     This  is  much  more  desirable  than  an  ordinary 
lease.     If  an  option  to  buy  is  obtained,  plans  should  be  made  to 
retain  all  or  at  least  part  of  the  net  income  v/hile  operating  under 
the  lease  in  order  to  accumulate  capital  to  make  the  initial  payment 
when  that  plant  or  some  other  plant  is  purchased. 

Buying  a  complete  new  gin  plant  is  preferable  to  either  buying 
or  leasing  a  used  plant.    New  gin  machinery  is  not  only  more  modern 
and  serviceable,  but  it  usually  has  a  very  definite  psychological 
advantage  in  that  members  will  have  more  pride  of  ownership  and 
greater  confidence  in  the  quality  of  the  ginning  service  obtained. 
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FINANCIAL  STRUCTURE  AND  DIVIIEND  POLICY 

The  financial  structure  and  dividend  policy  of  a  cooperative 
are  closely  related.     It  is  generally  considered  desirable  that  mem- 
bers and  other  patrons  furnish  the  necessary  capital  in  proportion 
to  the  use  which  they  make  of  the  services  of  the  association.  For 
that  reason  the  financial  structure  and  dividend  policy  should  be 
such  as  to  bring  about  and  maintain  this  proportionate  relationship. 

Classes  of  Stock 

There  are  some  advantages  in  dividing  the  capital  of  a  coopera- 
tive into  two  classes  such  as  common  and  preferred  stock.     The  object 
in  issuing  two  kinds  of  stock  is  that  voting  rights  may  be  incident 
to  one,  and  prior  ownership  rights  in  cas6  of  sale  or  liquidation  of 
assets  may  be  incident  to  the  other.     The  suggested  articles  of  incor- 
poration and  bylaws  (appendix  A)  provide  for  common  and  preferred 
stock,  but  other  forms  of  certificates  evidencing  control  and  owner- 
ship may  be  used  instead.     The  following  list  suggests  some  of  the 
possible  combinations  of  evidences  of  control  and  ownership; 

(1)  Evidences  of  control  or  voting 

Common  stock 
Membership  certificates 

(2)  Evidences  of  ownership  or  contributions  to  capital 

Preferred  stock 

Certificates  of  interest,  equity,  or  ownership 
Individual  book  credits 
Revolving  fund  certificates 

Any  one  combination  of  these  evidences  of  control  and  ownership, 
if  consistent  with  the  State  cooperative  statute,  should  serve  equally 
as  well  as  any  other  combination.     The  provisions  incorporated  in  the 
particular  share  of  stock  or  other  certificates  adopted  are  of  more 
importance  than  the  name  by  which  it  is  called. 

certificate 

The  membership/or  voting  stock  should  have  a  relatively  low  par 
value  in  order  that  membership  may  be  easily  established.    A  par 
value  of  .$10  or  even  $5  per  share  is  generally  desirable.     If  the 
membership  stock  is  limited  to  one  share  per  member  and  the  par  value 
is  low  it  will  not  be  necessary  to  pay  any  dividends  on  it  since  the 
amount  invested  by  each  me-nber  would  be  small.     Likewise,  it  will  be 
less  difficult  for  the  association  to  buy  in  or  retire  this  one  share 
of  common  stock  or  membership  as  soon  as  a  member  definitely  ceases 
to  patronize  the  association.     This  will  enable  the  association  to 
keep  the  voting  control  in  the  hands  of  its  active  members  and  thereby 
reduce  the  likelihood  of  not  having  a  quorum  of  the  members  in  attend- 
ance at  annual  or  special  meetings. 
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The  major  part  of  the  original  capital  investment  of  each  mem- 
ber would  "be  evidenced  by  preferred  stock  or  some  other  similar  non- 
voting certificate.     If  preferred  stock  is  used  the  par    value  should 
"be  low  in  order  to  avoid,  insofar  as  possible,  the  issuance  of 
fractional  shares.     For  this  reason  a  par  value  of  $1  per  share  is 
generally  considered  preferable  to  higher  values. 

Various  kinds  of  certificates  such  as  revolving  fund  certifi- 
cates or  certificates  of  interest  have  certain  advantages  over  pre- 
ferred stock  as  a  means  of  evidencing  invested  capital.     In  evidenc- 
ing retains  made  for  capital  purposes  these  certificates  may  be 
issued  for  odd  amoiints  as  contrasted  to  the  prescribed  par  value  of 
stock.     In  addition,  a  given  series  of  these  certificates  may  be 
retired  in  part  by  making  a  pro  rate  payment  on  the  amount  of  each 
certificate  of  the  series,  with  proper  endorsements  on  the  back. 


Sources  of  Capital 

There  are  four  general  sources  from  which  a  cooperative  gin  may 
obtain  capital:  (l)  sale  of  capital  stock  or  membership;  (2)  borrow- 
ing; (3)  income  from  operations;  and  (U)  a  specific  per  unit  capital 
investment  by  patrons  each  time  a  bale  of  cotton  is  ginned.  10/ 

Practically  all  of  the  initial  capital  raised  at  the  time  an 
association  is  organized  is  usually  obtained  by  selling  stock  or 
memberships  to  those  who  become  members.    Occasionally  local  mer- 
chants or  other  interested  individuals  may  buy  some  nonvoting  pre- 
ferred stock.     Borrowing  is  a  means  of  raising  temporary  capital 
from  lending  agencies  or  individuals  other  than  members.     If  the 
association  is  successful  and  continues  to  operate,  essentially  all 
of  this  borrowed  capital  will  eventually  be  replaced  in  some  manner 
by  an  additional  investment,  on  the  part  of  m.embers  and  other  patrons. 
The  use  of  income  to  pay  off  indebtedness  or  to  otherwise  build  addi- 
tional capital,  means,  in  effect,  that  the  patrons  are  making  an  addi- 
tional investment  in  the  capital  of  the  association  since  the  income 
of  a  cooperative  belongs  to  its  patrons.    Even  when  the  interest  of 
each  patron  in  this  increased  equity  in  the  association  is  not 
recognized  by  the  payment  of  patronage  dividends  in  credits  on  addi- 
tional stock,  other  certificates,  or  book  credits,  this  income  becomes 
undivided  surplus  and  as  such  is  a  part  of  the  capital  of  the  asso- 
ciation. 

It  is,  of  course,  preferable  that  such  capital  be  evidenced  by 
shares  of  stock,  other  certificates,  or  book  credits,  each  year  dur- 
ing the  time  that  any  net  income  is  used  for  capital  purposes.  Unless 
this  is  done  the  patrons  who  contribute  the  business  during  those 
years  will  not  receive  equitable  treatment  with  respect  to  distribution 
of  net  income  and  their  actual  investment  in  the  capital  of  the  asso- 
ciation. 

107    For  a  more  thorough  discussion  of  this  means  of  providing  capital, 
known  as  the  revolving  capital  plan,  see:    Sanders,  S.  D. ,  Organizing 
a  Farmers'  Cooperative,  Farm  Credit  Administration  Circular  No.  C-lOg, 
U2  pp.  1938.  pp.  7-10. 
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The  fourth  source  of  capital,  that  of  a  specific  per  unit  charge 
for  capital  purposes,  has  not  been  generally  accepted  by  cooperative 
gins.     It  is  an  excellent  means  of  providing  capital  that  might  well 
be  given  serious  consideration  by  arsociation?  interested  in  adopt- 
ing a  sound  and  orderly  plan  of  financing.     Such  a  plan  provides  that 
each  patron  will  make  a  small  investment  in  the  capital  of  the  asso- 
ciation each  time  he  gins  a  bale  of  cotton.     This  per  unit  invest- 
ment may  be,  for  example,  5  cents  per  lOO  pounds  of  seed  cotton 
ginned,  $1  per  bale,  or  $2  per  ton  of  seed.    Although  this  payment 
for  capital  would  be  in  addition  to  the  regular  charge  for  ginning 
and  wrapping,  it  is  definitely  not  an  expense  or  cost  to  the  patron 
but  a  recurring  investment  on  his  part  in  the  capital  of  the  asso- 
ciation each  time  he  uses  its  service. 

At  the  end  of  each  fiscal  year  each  patron  would  be  issued  pre- 
ferred stock,  or  some  other  similar  certificate,  for  the  total  amount 
of  these  per  unit  payments  for  capital  made  that  year,  together  with 
his  part  of  any  net  income  retained  for  capital  purposes  and  not  dis- 
tributed as  cash  patronage  dividends.     This  plan  of  financing  has 
been  successfully  used  by  some  of  the  cooperative  gins  that  have 
recently  been  organized  in  California. 

Si;.ch  a  plan  of  financing  is  especially  desirable  for  a  new  asso- 
ciation that  has  to  borrow  a  considerable  part  of  the  capital  required 
to  buy  a  gin  plant,  in  that  it  provides  a  reasonably  certain  source 
of  capital  funds  to  liquidate  the  indebtedness,  and 'thereby  makes  it 
much  easier  for  the  association  to  obts.in  a  facility  loan,  especially 
from  the  banks  for  cooperatives. 

Revolving  the  Preferred  Stock  or  Other  Certi ficates 

As  soon  as  an  adequate  amount  of  capital  had  been  accvimulated  by 
these  means,  and  essentially  all  of  the  indebtedness  of  the  associa- 
tion paid  off,  the  amount  of  funds  arising  each  year  from  these  per 
unit  capital  contributions  and  retained  earnings  would  be  used  to 
retire  an  equal  amount  of  oldest  outstanding  or  first  issued  pre- 
ferred stock.     Under  such  a  plan  the  capital  of  the  association  would 
be  revolved  among  the  active  patrons  from  year  to  year,  and  each 
patron  in  time  would  acquire  capital  .approximately  in  proportion  to 
his  patronage.     New  members  would  gradually  contribute  their  part  of 
the  capital  as  they  continued  to  patronize  the  association. 

Should  a  member  v/ithdraw,  or  for  any  other  reason  cease  to 
patronize  the  association,  it  would  not  be  necessary  or  desirable 
for  the  association  to  immediately  buy  in  his  preferred  stock,  or 
other  similar  certificates  used.    A  part  of  this  stock  would  be 
retired  year  by  year  in  the  same  order  and  manner  as  if  he  continued 
to  patronize  the  association.     When  a  patron  has  acquired  his  pro- 
portional part  of  the  capital  through  such  retains,  this  proportion 
will  tend  to  be  maintained  as  the  patron  will  then  begin  to  receive 
additional  cash  returns  from  the  retirement  of  his  stock. 
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Total  Amount  of  Original  Capital  Needed 


The  total  amount  of  original  capital  which  will  be  required  "by 
a  newly  organized  cooperative  gin  depends  largely  on  the  cost  of  the 
gin  plant  which  is  to  "be  purchased.    An  investment  of  $10,000  or 
more  usually  is  needed  to  "buy  even  a  second-hand  plant  that  is  in  a 
serviceable  condition;  new  plants  may  cost  more  than  twice  that 
amount  depending  on  the  size,  type  of  power,  and  amount  of  extra 
equipment  desired. 

Capital  Originally  Furnished  by  Members 

The  members  as  a  group  should  subscribe  for  at  least  Uo  percent 
of  the  cost  of  the  gin  plant.    As  much  as  possible  of  this  amount 
should  be  paid  in  cash,  with  bona  fide  stock  subscription  notes 
executed  in  favor  of  the  association  for  the  balance. 

Insofar  as  it  is  possible  the  original  investment  of  each  member 
should  be  in  proportion  to  the  volume  of  business  which  he  expects  to 
furnish.    For  example,  if  the  initial  capital  to  be  raised  by  members 
is  $10,000  and  the  association  expects  to  gin  an  average  of  2,000 
bales,  it  would  be  desirable  for  each  member  to  purchase  $5  of  pre- 
ferred stock  for  each  bale  to  be  ginned  in  addition  to  the  one  share 
of  common  stock.     This  proportionate  investment  on  the  part  of  mem- 
bers and  patrons  may  be  maintained  year  after  year  by  the  use  of  a 
revolving  plan  of  financing. 

Borrowed  Capital 

Most  cooperative  gins  usually  borrow  half  or  more  of  the  origi- 
nal capital  needed  to  purchase  a  gin  plant.     Such  loans  are  obtained 
from  various  sources  including  banks  for  cooperatives,  commercial 
banks,  gin-machinery  companies,  cottonseed  oil  mills,  former  owners 
of  gins,  and  other  sources,  and  are  generally  secured  by  a  first 
mortgage  on  the  gin  plant. 

In  the  purchase  of  physical  facilities  such  as  gin  plants  the 
district  banks  for  cooperatives  are  authorized  to  lend  cooperative 
associations  up  to  60  percent  of  the  value  of  these  facilities,  11/ 


11/  Sec,  7  of  the  Agricultural  Marketing  Act  as  amended  (U.S.C. 
Title  12,  Sec.  llUl  E.) 
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These  loans  are  usually  amortizer'  over  a  period  of  5  *o  10  years. 
One  of  these  banks  for  cooperatives  is  located  in  each  farm  credit 
district  at  the  same  address  as  the  Federal  land  bank. 


Accurately  Determining  Net  Income 

The  accurate  determination  of  net  income  becomes  increasingly 
important  if  a  revolving  plan  of  financing  is  used.     If  the  actual 
net  income  as  shown  by  the  operating  statement  is  consistently  over- 
stated year  after  year  and  additional  shares  of  stock  or  other 
certificates  distributed  on  that  basis,. the  association  is  in  effect 
"watering"  its  stock  as  the  face  value  of  these  capital  items  will 
eventually  far  exceed  the  net  assets  of  the  association.  Likewise, 
the  payment  of  cash  patronage  dividends  in  excess  of  the  actual  net 
income,  regardless  of  whether  or  not  a  revolving  plan  of  financing 
is  used,  will  eventually  result  in  an  impairment  of  the  stated  capi- 
tal of  the  association. 

Net  income  from  operations  is  sometimes  confused  with  the  simount 
of  cash  on  hand  at  the  end  of  the  year.    A  cash  balance  on  hand  does 
not  necessarily  indicate  that  a  net  income  has  been  made;  neither 
does  the  absence  of  a  cash  balance  necessarily  mean  that  a  loss  has 
been  sustained.    A  net  income  from  operations  results  only  v/hen  the 
association  has  charged  its  patrons  mor-^  for  the  services  it  has 
rendered  than  the  total  cost  incurred  in  performing  these  services. 
Each  year's  net  income  is  determined  by  deducting  from  gross  income 
all  cash  expenses  already  paid  as  well  as  certain  other  accrued  and 
estimated  expenses  that  will  not  be  paid  until  later  but    which  have 
already  been  incurred,  and  by  adding  all  expenses  prepaid  at  the  end 
of  the  fiscal  year. 

Interest  and  taxes,  for  example,  that  are  accrued  at  the  end  of 
a  fiscal  year,  even  though  not  yet  due,  are  just  as  much  a  part  of 
that  year's  expenses  as  if  already  paid.     Likewise,  the  cost  of 
repairs  necessary  to  restore  the  gin  machinery  anid  other  physical 
facilities  to  a  reasonable  operating  condition  s.re  chargeable  to 
the  current  year's  operations  rather  than  the  following  year.  On 
the  other  hand,  the  unused  portion  of  insurance  and  bond  premiums 
already  paid  before  the  close  of  the  fiscal  year  is  chargeable  to 
the  following  year's  operations  rather  than  the  current  year.  Depre- 
ciation on  buildings  and  machinery,  though  not  represented  by  a  cash 
outlay,  is  nevertheless  an  expense  of  operation  each  year.  Depre- 
ciation has  been  defined  as  "an  allowance  to  mept  losses  (expenses) 
already  incurred  in  fact,  but  indefinite  in  amount."    A  gin  plant 
will  eventually  wear  out  completely,  or  at  least  become  too  obsolete 
for ^economical  use.     The  entire  cost  of  replacing  the  plant  in  whole 
or  in  part  should  not  be  considered  an  expense  in  the  year  in  which 
the  replacement  happens  to  be  made.     The  expense  involved  belongs 
to ^ the  operations  of  each  of  the  years  during  which  the  plant  was 
being  worn  out.     Depreciation  is  a  means  of  charging  a  part  of  the 
cost  of  these  replacements  to  the  expenses  of  each  year's  operations, 
and  thereby  building  up  reserves  by  retaining  assets  in  the  business 
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to  pay  for  the  replacements  as  they  'become  necessary.    When  the 
replacements  are  eventually  made ,  the  co3t  is  not  an  expense  of  that 
year's  operation  hut  merely  reduces  the  reserve  previously  accumu- 
lated and  set  up  for  that  purpose. 


Income  hy  Departments 

The  income  from  each  department  of  the  ginning  business  should 
he  determined  separately  in  arriving  at  the  total  net  income.  This 
is  desirable  not  only  for  intelligent  management  of  the  business  dur- 
ing operation,  but  also  to  provide  for  an  equitable  distribution  of 
patronage  returns  at  the  end  of  each  fiscal  year. 

Consideration  should  be  given  to  the  items  of  expense  that  are 
to  be  charged  against  each  of  the  departments  in  arriving  at  income. 
All  direct  expenses  would,  of  course,  be  charged  against  the  depart- 
ment for  which  incurred.     Since  ginning  and  wrapping  are  the  primary 
activities  of  a  cotton  gin,  it  is  generally  considered,  preferable  to 
charge  all  overhead  expenses  such  as  man'agement ,  office  expense, 
advertising,  and  interest  on  indebtedness  to  this  department.  How- 
ever, a  portion  of  some  of  these  expenses  may  logically  be  prorated 
between  the  different  departments  on  some  equitable  basis. 

Distribution  of  get  Income 

The  policy  of  a  cooperative  with  respect  to  the  distribution  of 
net  income  should  be  financially  sound  from  the  standpoint  of  the 
association  and  equitable  from  the  standpoint  of  those  entitled  to 
receive  dividends.     In  order  to  accomplish  these  objectives  it  is 
suggested  that  all  of  the  net  income  be  allocated  each  year  in  the 
following  order  and  manner: 

(l)    At  least  10  percent  to  a  general  reserve, 

"    (?)    A  dividend  of  not  to  exceed  8  percent  on  fully  paid 
capital, 

(3)    The  balance  on  the  basis  of  patronage. 

The  allocation  of  a  portion  of  net  income  to  a  general  reserve 
does  not  mean  that  actual  cash  funds  must  be  set  aside.     The  use  of 
such  a  reserve  merely  withholds  a  part  of  each  year's  income  from 
distribution  as  dividends  and  thereby  increases  the  capital  of  the 
association  by  retaining  assets  in  the  business.     The  main  purpose 
of  this  general  reserve  is  to  absorb  or  offset  any  losses  that  might 
possibly  result  from  future  operations,  or  from  unforeseen  or  unusual 
causes,  and  thereby  protect  the  capital  stock  against  being  reduced 
below  its  par  value. 

Although  this  reserve  capital  is  subject  to  being  absorbed  by 
later  losses,  the  interest  of  each  patron  may  be  determined  and 
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recorded  on  the  "books  each  year,  or  at  least  "be  determinable  from  the 
records. of  the  association.     If  subsequent  losses  do  not  wipe  out 
this  reserve  for  any  one  year,  and  the  total  amoijnt  of  the  reserve 
for  all  years  is  built  up  until  it  is  larger  than  necessary  for  the 
protection  of  the  outstanding  capital,   it  would  then  be  possible  for 
the  association  to  pay  off  the  interest  of  patrons  in  the  oldest  of 
these  annual  reserves,  and  continue  to  set  up  additional  reserves  out 
of  current  operations.     By  this  means  the  interest  of  members  in  any 
unexhausted  part  of  these  annual  reserves  may  be  revolved  in  much 
the  same  way  that  preferred  stock  or  other  nonvoting  certificates  are 
revolved. 

The  cooperative  statutes  of  some  States  contain  provisions 
regarding  the  percentage  of  each  year's  income  which  must  or  may  be 
set  aside  as  a  reserve  by  a  cooperative  association  until  the  amount 
of  such  reserve  equals  a  stated  percentage  of  the  paid-in  capital. 
Even  though  not  required  by  State  statute,  it  is  belieVed  that  the 
setting  aside  of  at  least  10  percent  of  the  net  earnings  should  be 
regarded  as  a  minimum  requirement.     If  some  such  reserve  is  not 
accumulated,  and  a  loss  is  sustained,   the  face  value  of  outstanding 
stock  or  other  capital  certificates  will  be  impaired. 

The  payment  of  a  limited  dividend  on  outstanding  capita-l  tends 
to  produce  equality  among  the  stockholders  or  members  since  some 
may  have  invested  more  than  others  in  the  capital  of  the  associ- 
ation, 12/     If  the  amount  of  capital  invested  by  each  member  were  always 
exactly  in  proportion  to  his  patronage,   there  would  be  no  need  for 
dividends  on  stock;  but  this  is  seldom  if  ever  true,  .even  with 
associations  that  revolve  their  capital.     The  pa.yment  of  dividends 
on  invested  capital  equal  to  a  reasonable  rate  of  interest  on  bor- 
rowed capital  tends  to  cause  the  association  to  be  more  cooperative 
than  it  otherwise  would  be.     The  essential  difference  between  divi- 
dends on  invested  capital  and  interest  on  borrowed  money  is  that 
dividends  on  capital  need  not  be  paid  unless  earned,  whereas  inter- 
est on  borrowed  money  is  a  definite  annual  obligation  of  the  asso- 
ciation regardless  of  income. 

After  the  desired  amount  of  income  is  set  aside  as  a  general 
reserve,  and  payment  is  provided  for  a  reasonable  rate  of  return  on 
fully  paid  shares  of  stock,  all  of  the  net  income  then  remaining 
should  be  allocated  to  the  patrons  as  a  patronage  dividend.  This 
does  not  necessarily  mean  that  these  patronage  dividends  must  be 
paid  in  cash.     All  or  part  of  the  amounts  allocated  as  patronage 
dividends  may  be  capitalized  by  providing  for  payment  to  be  made  to 
the  patrons  in  additional  shares  of  stock,  other  certificates,  or 
by  book  credits  set  up  to  their  individual  capital  accounts. 


121  Hulbert,  L.  S.  Legal  Phases  of  Cooperative  Associations . 
U.   S.  Lepartment  of  Agriculture.     Bull.,  II06.     October  I929. 
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In  order  to  distrilDute  patronag:e  dividends  separately  by  depart- 
ments, it  will  first  be  necessary  to  deduct  from  the  net  income  of 
each  department  a  proportionate  or  arbitrcry  amount  of  the  income 
which  has  been  set  aside  as  a  general  reserve,  and  also  that  to  be 
used  in  paying  dividends  on  invested  capital.     The  procedure  may  be 
illustrated  by  the  following  exrijnplel 

STATaiENT  OF  THE  DISTRIBUTION  01  NET  INCOME 


(Realized  from  ginning  2,000  bales  of  cotton,  and  related  activities) 


I  tem 

Ginning  and 
wrapping 

Cotton- 
seed 

Bale 
cotton 

Total 

Net  income  above  all  expenses 

$3,300.00 

$2,500.00 

$200.00 

$6,000.00 

Less  10  percent  to  reserve 

330.00 

250. 00 

20.00 

600. 00 

Less  U  percent  on  stock 

220.00 

167.00 

13.00 

1+00.00 

For  patronage  returns 

$2,750.00 

$2,083.00 

$167.00 

$5,000.00 

Uni  ts 

Cvtt.  S/C  Tons 

Bales 

i^uantities  handled 

3U,Uoo 

850 

33I1 

Patronage  return  per  unit 

s.o^ 

$2.U5 

Basis  of  Patronage  Return  I3/ 

The  income  then  remaining  for  patronage  returns  would  be  appoi^ 
tioned  to  the  patrons  by  departments  according  to  the  amount  of 
business  contributed  \)y  each  patron  to  each  department.     The  income 
from  ginning  and  wrapping  may  bo  apportioned  in  several  ways.  Pounds 
of  seed  cotton  ginned,  or  total  dollars  paid  for  ginning  and  wrapping 
are  usually  considered  more  equitable  than  500~PO^i^d.  equivalent  bales 
or  running  bales.     Generally  the  allocation  should  be  made  on  the 
same  unit  basis  as  ginning  charges.     The  income  from  cottonseed  should 
be  apportioned  on  a  quantity  basis.     The  income  from  selling  cotton 
is  usually  pro  rated  on  a  per  bale  basis,  but  the  number  of  pounds 
of  lint,  or  500~P^''irid-equivalent  bales,  would  perhaps  be  more  equit- 
able. 

The  total  amount  to  be  allocated  to  any  one  patron  in  the  above 
Illustration  would  be  the  sum  of  his  part  of  the  income  from  each 
of  the  three  departments.     For  example,  a  patron  who  ginned  15,000 
pounds  of  seed  cotton  (lO  bales),  and  sold  the  association  U  tons  of 


13/    Paulson,  W.  E. ,  and  Baggett,  R.  T,     Basis  of  Computing  Patronage 
^vidend  of  Cooperative  Cotton  Gins.     Journal  of  Farm  Economics. 
Vol.  XIX,  No.  4.     November  I937. 
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cottonseed  and  3  "bales  of  cotton  would  get  the  following  patronage 
allocation : 

Ginning  I50  cwt.  (IS, 000  pounds)  @  8.0  cents  per  cwt.  $12,00 
U  tons  cottonseed  sold  ®  $2.^5  per  ton  10.80 

3  1)3163  of  cotton  sold  @        50  cents  per  bale        1 .  '30 

Total  patronage  allocation  $2^.30 

In  the  event  that  a  loss  was  sustained  in  a  department,  It 

would  either  be  necessary  to  deduct  such  loss  from  the  income  of  one 
or  more  of  the  profitable  departments  "before  making  the  patronage 
distributions,  or  to  apportion  the  loss  to  those  who  patronized  the 
unprofitable  department  and  deduct  it  from  their  part  of  the  patron- 
age distributions  of  profitable  departments. 


Distribution  of  Patronage  Allocations 

The  amount  of  the  patronagi-e  allocation  of  each  patron  which 
would  be  distributed  in  cash  would  depend  on  the  financial  condition 
of  the  association,  and  its  policy  with  respect  to  making  retains 
for  capital  purposes.     It  would  be  highly  desirable  to  apply  the 
first  of  such  patronage  allocation  of  a  nonmember  to  payment  for  one 
share  of  common  stock.     A  percentage  of  the  amount  then  remaining  to 
the  credit  of  each  of  the  patrons  may  be  retained  for  capital  pur- 
poses and  distributed  to  them  in  shares  of  preferred  stock  or  other 
certificates.     The  balance  of  the  patrcmage  allocation  of  each  patron 
would  then  be  paid  to  him  in  cash. 

In  addition  to  any  per  unit  capital  retains  made  at  the  time 
each  bale  of  cotton  is  ginned,  at  least  part  of  the  net  income  each 
year  should  also  be  retained  by  the  association  for  capital  purposes 
and  distributed  to  the  patrons  in  preferred  stock  in  order  to  pro- 
vide funds  for  the  repayment  of  any  capital  borrowed  during  the 
early  years  of  a  new  association,  and  to  revolve  the  preferred  stock 
promptly  thereafter.     The  larger  the  total  amount  retained  each  year, 
the  shorter  the  period  required  to  completely  revolve  the  preferred 
stock.     For  example,  an  association  which  required  $20,000  capital 
could  revolve  its  stock  in  5  years  after  all  indebtedness  is  paid  by 
retaining  a  total  of  $U,000  per  year,  or  in  10  years  by  retaining 
$2,000  per  year. 

In  order  to  illustrate  the  method  of  distribution  suggested  in 
Article  X,  section  2,  of  the  bylaws   (Appendix  A)  the  following 
example  is  given.    Assume  that  the  $5,000  available  for  patronage 
returns  of  the  association  illustrated  on  page  22,  has  been  allocated 
to  the  patrons  by  departments  and  is  to  be  distributed  as  follows: 
(1)  By  issuing  one  fully  pai-^i  share  of  common  stock  to  each  one  of 
four  nonmember  patrons,    (2)  by  retaining  60  percent  of  the  balance 
for  capital  purposes  to  be  distributed  to  the  patron  in  preferred 


stock,  and  (3)  "by  paying  the  remaining  balance  in  cash.  The  total 
amount  diotributed  in  each  way  would  be: 


(1)     Common  stock 


Uo.oo 


(2)    Preferred  stock 


2.976.00 


(3) 


Cash 


i.ggU.oo 


Total 


$  5,000.00 


In  addition  to  the  $U0  common  stock,  there  is  a  total  of  $U,960 
to  be  distributed  in  preferred  stock  and  cash.     The  amount  of  pre- 
ferred stock  to  be  distributed  to  any  one  patron  would  be  60  percent 
of  his  patronage  allocation  after  the  deduction,  if  any,  is  made  for 
the  one  share  of  common  stock. 

On  this  basis,  if  the  individual  patron  whose  patronage  alloca- 
tion was  $2^,30,  in  the  illustration  on  page  23 »  was  already  a  paid- 
up  member,  he  would  receive  $lU,58  in  credits  on  preferred  stock  and 
$9.72  in  cash.     On  the  other  hand,   if  this  patron  were  one  of  the 
four  nonmembers,  he  would  receive  one  $10  share  of  common  stock, 
$8.58  in  credits  on  preferred  stock,  and  $5.72  in  cash.     If  the  non- 
member  were  ineligible  for  membership,  he  would  be  treated  in  the 
same  manner  as  a  fully  paid  member  and  would  receive  $lU,58  in  credits 
on  preferred  stock  and  $9.72  in  cash. 

In  making  cash  distributions  it  is  good  business  on  the  part  of 
the  association  to  offset  past-due  accounts,  notes,  stock  subscrip- 
tions, and  other  current  obligations  of  the  patron  to  the  associa- 
tion.    However,  this  practice  should  not  be  followed  for  that  part 
of  the  patronage  distribution  to  be  made  in  credits  on  preferred 
stock.     Such  a  procedure  is,  in  effect,  the  same  as  paying  that  patron 
his  dividends  in  cash,  as  the  obligation  of  the  patron  is  canceled, 
and  in  addition  the  patron  does  not  make  an  investment  in  the  capital 
of  the  association  in  proportion  to  that  made  by  other  patrons.  From 
the  standpoint  of  new  members,  however,  the  practice  of  applying  all 
of  the  patronage  distribution  to  the  payment  of  common  stock  until 
one  share  shall  have  been  acquired,   is  justifiable. 
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ISGAL  BASIS 


Each  cotton-prodacing  State  has  one  or  iriore  cooperative  statutes 
which  afford  farmers  a  legal  basis  for  organizing  cooperative  asso- 
ciations.   A  cooperative  gin  should  be  incorporated  xinder  a  cooper- 
ative statute  peculiarly  suitable  for  its  purpose.     In  those  States 
that  have  more  than  one  cooperative  law,  the  alternate  provisions  of 
each  law  should  be  compared  in  order  to  select  the  one  most  desirable 
for  the  incorporation  and  operation  of  a  cooperative  cotton  gin. 
CoTDies  of  these  laws  may  be  obtained  by  consulting  an  attorney  or  by 
writing  to  the  proper  State  official,  usually  the  Secretary  of  State. 

Although  there  are  wide  variations  in  the  provisions  of  the 
cooperative  laws  of  the  different  States,  they  generally  will  specify 
the  following: 


1.  Minimum  number  of  members  required  to  incorporate, 

2,  Subjects  that  must  be  covered  in  the  articles  of  incorpor- 
ation. 


3.     The  particular  State  official  or  department  to  which  the 
articles  of  incorporation  are  to  be  sent, 

h.  Fees  required. 

5.  General  powers,  rights,  and  obligations, 

6.  Voting  rights  of  stockholders  and  members, 

7.  Terms  and  conditions  of  membership, 
S.  Nonmember  relationships, 

9.  General  provisions  with  respect  to  distribution  of  income, 

10.     Capital  structure,  stock  or  nonstock;  and  if  stock,  the 

classes  (common  and  preferred);  eligibility  for  ownership; 
provisions  for  transfer;  voting  rights;  dividend  rates; 
and  rights  on  liquidation. 


In  addition  to  the  requirements  of  State  laws  pertaining  to 
cooperation,  certain  Federal  statutes  should  also  be  considered.  If 
a  farmers'  cooperative  association  complies  with  the  necessary  con- 
ditions,  it  may  obtain  exemption  from  the  payment  of  Federal  income 
taxes  (Sec.  101,  par.  12,  U9  Stat.  l673;    ^Iso    p.  bO  of  this  circu- 
lar), surtaxes  on  undistributed  profits   (Sec.  ik,  par,  2,  U9  Stat. 
1655),  capital-stock  taxes  (Sec.  I05,  kS  Stat.  IOI7) ,  excess-profit 
taxes  (Sec.  I06,  U9  Stat.  IOI9) ,  and  stamp  taxes  on  shares  of  stock 
(45  Stat.  791).     Likewise,  a  cooperative  association  that  meets  the 
definition  of  a  cooperative  association  as  given  in  Section  I5  of  the 
Agricultural  Marketing  Act,  as  amended  (U9  Stat.  3I7) ,  is  eligible 
to  borrow  from  a  bank  for  cooperatives. 
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OHGAFIZATIOF  PROCEDURE 

Before  a  cooperative  association  is  formed  for  the  operation  of 
a  cotton  gin,  those  who  are  interested  in  its  formation  should  ascer- 
tain if  there  is  a  real  need  for  a  cooperstive  gin  in  the  community 
and  if  conditions  are  favcrahle  to  its  success.     One  of  the  "best  ways 
of  ascertaining  if  a  cooperative  gin  should  he  established  is  to 
hold  a  meeting  or  meetings  of  farmers,   called  by  those  who  are  spon- 
soring the  establishment  of  a  cooperative  gin,  to  consider  and  dis- 
cuss this  matter.    At  such  a  meeting  the  chairman  should  encourage 
a  frank  discussion  of  the  project  by  all  present.    Among  the  points 
to  be  discussed  are: 

(1)  The  n\imber  of  farmers  who  are  or  should  be  interested, 
and  the  prospective  number  of  bales  of  cotton  which 
probably  would  be  delivered  for  ginning, 

(2)  The  amount  of  capital  required,  and  the  amount  of  stock 
subscriptions  which  probably  could  be  obtained, 

(3)  The  size,  equipment,  cost  and  make  of  gin  machinery  that 
would  be  required, 

(U)     The  principles  and  practices  that  should  be  followed  by 

a  cooperative  gin,  and  the  benefits  that  might  be  derived. 

If  the  information  obtained  at  such  a  meeting  or  meetings  is 
unfavorable  to  the  establishiient  of  a  cooperative  gin,  the  project 
should  be  abandoned.     On  the  other  hand,  if  the  information  is 
favorable,  it  would  be  in  order  to  name  a  committee  or  possibly 
several  committees  to  look  after  the  details  of  organizing  the  asso- 
ciation.    If  more  than  one  were  deemed  desirable,  the  following 
committees  might  be  appointed: 

(1)  Committee  on  organization, 

(2)  Stock  subscription  and  survey  committee. 

(3)  Gin  plant  committee, 

(U)     Special  committees  on  other  problems. 

Duties  of  the  Committ ees 

All  of  these  committees  should  work  closely  together  in  carry- 
ing out  their  assignments,  and  to  that  end  it  may  be  desirable  to 
have  one  or  more  of  the  committeemen  serve  on  all  of  the  committees. 
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The  committee  cn  organization  should  have  general  charge  of 
organizing  the  association  and  should  he  responsible  for  having  th« 
organization  papers  prepared.    These  would  include: 

(l)    Organization  agreement, 

(?)     G-inning  agreement, 

(3)    Articles  of  incorporation. 

(U)    Waivers  of  notice  and  consent  to  holding  meetings. 
(5)  Bylaws. 

The  services  of  an  attorney  should  he  engaged  for  drafting 
these  papers.     Inasmuch  as  one  object  of  the  organization  agreement 
is  to  ascertain  definitely  if  a  cooperative  association  should  be 
organized  for  the  operation  of  a  cooperative  cotton  gin,  it  should 
be  drafted  first.     If  farmers  controlling  a  sufficient  amo\int  of 
cotton  to  justify  the  incorporation  of  a  cooperative  association 
sign  the  organization  agreement,  the  other  papers  required  for  its 
organization  should  then  be  prepared.     In  Appendix  A  of  this  publi- 
cation will  be  found  suggested  forms  for  each  type  of  organization 
paper.     These  forms  are  submitted  only  as  g^aides  and  they  must  be 
altered,  modified  and  checked  to  meet  local  factors  and  conditions, 
and  the  legal  requirements  of  the  State  in  which  the  cooperative 
association  is  to  be  incorporated, 

A  sufficient  number  of  copies  of  the  organization  agreement 
should  be  made  available  to  the  members  of  the  stock-subscription 
and  survey  committee  as  soon  as  possible  In  order  that  they  may  begin 
their  work  of  making  surveys  and  taking  s^ubscriptions .    Attention  is 
called  to  the  fact  that  the  form  of  organization  agreement  given  in 
ApTDendix  A  (pp.  31-33)  provides  for  subscriptions  for  a  stated 
amount  of  common  and  preferred  stock  and  for  a  statement  of  the 
amount  of  cash  and  notes  which  the  subscriber  gives  in  payment  thereof, 
and  for  information  showing  the  average  cotton  acreage  and  production 
of  each  subscriber.     It  may  be  deemed  advisable  to  ask  for  other 
information  such  as  the  distance  that  each  subscriber  will  be  from 
the  gin,  and  whether  the  subscriber  is  the  owner  of  the  farm  which 
he  occupies. 

It  is  assumed,  of  course,  that  in  the  preparation  of  the  various 
organization  papers  and  in  other  matters  the  views  of  a  majority  of 
the  prospective  members  will  be  reflected,  insofar  as  they  are  con- 
sistent with  law. 

The  gin  plant  committee  will  make  inquiries  regarding  the  pos- 
sibilities of  acquiring  an  existing  gin  plant;  will  correspond  with 
manufacturers  of  gin  machinery  for  the  purpose  of  getting  offers, 
and  will  also  investigate  the  desirability  of  various  locations  for 
a  gin.  It  will  be  remembered  that  the  committee  should  not  attempt 
to  make  any  binding  agreements,  because  it  is  not  certain  whether 
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the  association  will  actually  be  incorporated  and,  moreover,  any 
agreements  of  the  committee  ordinarily  would  not  "be  "binding  on  the 
association  until  they  are  ratified  or  adopted  "by  the  association. 

Members  of  the  stock  subscription  and  survey  committee  should 
begin  their  work  as  soon  as  copies  of  the  organization  agreement  are 
available.     If  the  area,  to  be  covered  is  large,  or  the  nrorpective 
members  scattered,  it  may  be  advisable  to  assign  tv/o-men  teams  to 
specified  localities,  such  as  school  districts  or  other  geographic 
areas.     The  members  of  this  committee  should  be  well  informed  regard- 
ing information  already  obtained  and  the  tentative  plans  for  the 
association.     It  is  all-important  that  they  have  a  thorough  under- 
standing of  the  provisions  and  procedure  under  which  a  cooperative 
gin  should  operate.     The  solicitation  of  prospective  members  should 
be  done  on  a  frank,  straightfor«vard  business  basis  and  care  should 
be  exercised  to  avoid  making  representations  or  promises  that  are 
doubtful  of  fulfillment.     If  the  organisation  committee  is  able  to 
obtain  signatures  to  the  organization  agreement  within  the  stated 
time  limit,  subscribing  for  the  minimum  amount  of  capital  stock  and 
pledging  the  minimum  bales  of  cotton  for  ginning,  all  as  set  forth 
In  section  5  o^"  "ttie  organization  agreement,  the  organization  com- 
mittee should  take  prompt  steps  to  have  the  association  incorporated. 
In  this  connection,  it  will  be  remembered  that  articles  of  incorpo- 
ration must  conform  strictly  to  the  statute  under  which  the  associ- 
ation is  to  be  incorporated.    Again,  every  provision  called  for  by 
this  statute  must  be  covered  in  the  articles  of  incorporation.  In 
most  States,  the  persons  who  are  to  act  as  incorporators  of  an  asso- 
ciation must  be  producers  of  agricultural  products  and  nearly  all 
of  the  cooperative  acts  provide  that  the  names  and  addresses  of  the 
first  board  of  directors  shall  be  included  in  the  articles  of  incor- 
poration.   Usually  the  incorporators,  or  a  part  of  them,  are  also 
named  in  the  articles  of  incorporation  as  members  of  the  first  board 
of  directors.    Under  some  statutes  the  articles  of  incorporation  are 
also  required  to  state  the  persons  who  will  constitute  the  first 
officers. 

Following  the  filing  of  record  of  the  articles  of  incorporation, 
it  is  in  order  in  most  of  the  States  for  those  named  therein  as  incor- 
porators to  hold  a  meeting  (for  form  of  waiver  of  notice,  see  Appen- 
dix A,  p  55)  as  the  stockholders  or  "charter  members"  of  the  associ- 
ation for  the  purpose  of  adopting  bylaws. 

Nearly  all  of  the  statutes  under  which  cooperative  associations 
are  incorporated  provide  that  a  majority  vote  of  the  members  or  stock- 
holders or  their  written  assent  is  necessary  for  the  adoption  of 
bylaws.     The  persons  named  in  the  articles  of  incorporation  as  incor- 
porators are  generally  regarded  as  members  or  stockholders  of  the 
association  on  the  filing  of  the  articles  of  incorporation;  while 
further  action  is  usually  required  for  maJcing  members  or  stockholders 
of  other  persons  who  have  subscribed  for  stock,  or  who  have  agreed 
to  become  members.     For  convenience  in  the  organization  of  coopera- 
tive associations  the  "charter"  members  or  stockholders  usually  adopt 
the  original  bylaws.     In  the  form  of  bylaws,   (Appendix  A,  pp,  Ul-52) 
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provision  is  made  for  having  each  incorporator  sign  the  "bylaws  for 
the  purpose  of  assenting  thereto.     This  should  be  done  at  the  meet- 
ing for  the  adoption  of  the  bylaws.    A  form  of  minutes  for  this 
meeting  will  be  found  on  p.  '^5  •    Under  some  statutes,  bvlav/s  are 
adopted  by  the  incorporators  as  incorporators,  and  if  an  association 
is  incorporated  under  such  a  statute  the  forms  shown  on  pages  55  and 
57  should  be  changed  accordingly.     Likewise,  if  the  first  board  of 
directors  is  not  named  in  the  articles  of  incorporation  and  the 
incorporators  are  authorized  to  elect  them,  the  forms  should  reflect 
this  fact. 

After  the  bylaws  of  the  association  have  been  adopted,  the  board 
of  directors  named  in  the  articles  of  incorporation  should  hold  a 
meeting.     This  meeting  is  usually  held  in  pursuance  of  a  waiver  of 
notice  of  meeting  (Appendix  A,  p.  56). 

Among  the  things  which  should  be  acted  upon  by  the  board  of 
directors  at  this  meeting  (suggested  minutes  of  which  appear  on  page 
58)  are  the  following: 

(1)  Election  of  officers  specified  in  the  bylaws. 

(2)  Instructions  to  the  president  and  secretary  to  obtain 
stock  certificates  and  to  issue  the  same. 

(3)  Authorization  of  the  president  and  secretary  to  have 
copies  of  the  articles  of  incorporation  and  bylaws 
printed  and  distributed  to  members. 

(^)     Adopt  ion  of  the  form  of  ginning  agreement, 

(5)  Acceptance  of  all  of  the  subscription  agreements  for 
capital  stock  of  the  association;  authorization  of  the 
president  and  secretary  to  enter  into  ginning  agreements 
with  subscribers  to  common  stock;  and  authorization  of 
officers  to  obtain  additional  subscriptions  for  capital 
stock  and  additional  signatures  to  ginning  agreements, 

(6)  Selection  of  a  depositary  bank. 

(7)  Desi  gnation  of  officers  or  employees  who  are  to  be  author- 
ized to  sign  checks, 

(8)  Arrangements  for  the  bonding  of  officers  and  employees  in 
accordance  with  the  bylaws, 

(9)  Instructions  to  the  secretary  to  obtain  a  corporate  seal  in 
form  as  provided  in  the  bylaws. 

(10)  Transaction  of  any  other  business  relating  to  such  matters 
as  insurance  and  the  employment  of  a  manager  and  other 
employees. 
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•  APPEIODIX  A 

Suggested  Organization  Forms 

In  Appendix  A  of  this  publication  will  "be  found  forms  designed 
for  use  in  forming  a  cooperative . gin  association  with  common  and 
preferred  stock.     The  ownership  of  common  stock  is  restricted  to  one 
share  for  each  producer.     Consequently,  the  principle  of  one  vote 
for  each  member  is  preservedi  even  in  those  States  where  each  share 
of  common  capital  stock  carries  a  vote.     The  preferred  stock  carries 
no  vote,  and  any  mimber  of  shares  may  be  held  by  any  one. 

On  pages  31~33  is  a  suggested  form  of  organization  agreement. 
An  organization  agreement  is  not  indispensable  to  the  formation  of 
a  cooperative  gin  association  and  in  practice  such  associations  are 
generally  organized  without  the  use  of  it.     If  such  an  agreement  is 
not  used  other  means  must  be  employed  to  ascertain  if  the  facts 
justify  the  formation  of  an  association.    Again,  when  deemed  advis- 
able, a  form  of  organization  agreement  less  comprehensive  than  the 
one  on  pages  31-33  ^ay  be  used. 

The  form  of  ginning  agreement  which  the  organization  agreement 
requires  to  be  attached  thereto  should  convey  to   prospective  members 
of  the  association  who  sign  the  organization  agreement  an  understanding 
of    substantially  the  form  of  agreement  that  they  will  be  required 
to  execute  when  the  organization  of  the  association  is  completed.  It 
follows  that  the  ginning  agreement  which  the  board  of  directors 
finally  adopts  should  not  differ  materially  from  the  form  attached  to 
the  organization  agreement.     On  pages  3^-35  is  a  form  of  ginning 
agreement  which  should  be  helpful  in  preparing  such  an  agreement. 

The  forms  are  intended  primarily  to  illustrate  the  character  of 
provisions  deemed  appropriate  for  cooperative  associations  operating 
gins,  due  consideration  being  given  to  the  fact  that  such  associ- 
ations are  local  institutions  which  operate  with  relatively  small 
memberships  and  over  a  comparatively  small  area  for  only  a  few  months 
in  each  year;  and  these  forms  in  any  given  State  must  be  adapted  to 
the  statutory  requirements  thereof  by  a  competent  attorney. 

In  forming  a  cooperative  gin,  it  is  necessary  to  see  that  State 
laws  applicable  to  the     sale  of  stock,  popularly  known  as  "blue  sky" 
laws  are  complied  with,  and  to  see  that  the  association  has  the  mini- 
mum paid-in  capital  required  by  law,  and  that  stock  subscribers  pay 
at  least  the  minimum  required  by  law  on  their  stock  subscriptions. 

Particular  attention  is  directed  to  the  provisions  of  Articles 
X  and  XI  of  the  suggested  bylaws,  which  provide  for  the  revolving 
capital  plan  of  financing,  and  which  involve  the  issuance  of  pre- 
ferred stock  to  evidence  retentions  for  capital  purposes,  and  the 
retirement  thereof  as  funds  are  available  for  that  purpose.     In  lieu 
of  issuing  preferred  stock  to  evidence  retentions,  a  certificate  of 
interest  or  a  certificate  of  indebtedness  may  be  used.  Certificates 
of  interest  or  indebtedness  have  certain  advantages  in  that  they  may 
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be  issued  to  evidence  any  specific  sum  of  money,  and  in  this  respect i 
differ  from  preferred  stock  certificates,  which  have  a  prescribed 
par  value.     Likewise,  it  may  he  found  simpler  to  retire  certificates 
of  interest  on  a  pro  rata  basis  by  making  partial  payments  which  are 
endorsed  on  the  back  of  the  certificate  than  it  is  to  retire  pre- 
ferred stock  certificates  on  a  pro  rata  basis  by  partial  pa^/ments. 
Also  I  in  States  where  preferred  stock  carries  a  right  to  vote,  it  is 
necessary  to  use  certificates  of  interest  in  order  to  prohibit  "non- 
members"  from  voting. 

While  it  is  believed  that  the  use  of  certificates  of  interest 
may,  in  particular  instances,  be  regarded  as  a  preferable  method  of 
effectuating  a  revolving-capital  plan  of  financing,  these  forms  have 
been  prepared  with  a  view  to  revolving  preferred  stock,  in  recogni- 
tion of  the  fact  that  ;?iost  cooperative  associations  operating  gins, 
at  the  present  time,  prefer  to  issue  stock.     It  is  not  necessary  to 
issue  either  stock  certificates  or  certificates  of  interest  to  evi- 
dence retentions  for  capital  purposes  as  an  association  may  rely  on 
proper  book  entries,  but  generally  speaking,  the  declaration  of  a 
patron-age  dividend  which  is  evidenced  by  some  form  of  a  certificate 
is  preferable. 


ORGANIZATION  AGEEEI^NT 
for  Cooperative  Gin  at   


We,  the  undersigned,  all  of  whom  are  residents  of  the  State  of 

 ,  engaged  in  the  production  of  cotton,  together 

with  signers  of  agreements  identical  herewith,  to  promote,  foster> 
and  encoura.ge  the  ginning  of  cotton  cooperatively,  propose  to  organ- 
ize a  cooperative  gin  association  at    ,   

with  capital  stock  under  the   laws  of  the  State  of 

 »  and  to  acquire  suitable  frM.cilities  therefor  by  pur- 
chasing 


(Here  describe  property  to  be  acquired) 
at  a  cost  of  not  exceeding  $ 

The  undersigned,  each  for  hiinself  and  collectively  for  the 
express  benefit  of  and  for  the  association  to  be  organized  and  in 
consideration  of  the  premises  and  of  the  subscriptions  of  others  to 
agreements  identical  herewith,  hereby  covenant  and  agree  with  each 
other  as  follows: 
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(l)     The  association  shall  "be  orfranized  with  suitable  articles 
of  incorporation  and  bylav/Si  under  the  guidance  of  an  organization 
committee,  consisting  of  the  following  persons: 

Najne  Address 


If  any  member  or  members  of  this  committee  shall  resign  or  be  unable 
to  act,  the  remainder  of  the  committee  may  elect  a  successor  to  fill 
any  such  vacancy  or  the  committee  may  increase  its  membership  if 
deemed  necessary, 

(?)     The  organization  committee  shall  keep  a  fullt  true  and 
detailed  account  of  all  receipts  and  of  all  expenditures  of  every 
kind  and  shall  have  such  accounts  audited  and  render  a  written  report 
thereof  to  the  board  of  directors  of  the  association,  when  organized, 
and  shall  thereupon  turn  over  to  the  association  any  balance  remain- 
ing in  its  hands  free  of  obligation.     If  it  is  not  so  organized, 
such  unexpended  balance  shall  be  prorated  among  those  who  contributed 
thereto, 

(3)     The  amount  of  the  capital  stock  shall  be  $  , 

divided  into    shares  of  common  stock,  each  of  the  par 

value  of  $   ,  and    shares  of  preferred 

stock,  each  of  the  par  value  of  $   . 

(k)     The  undersigned  agree  to  purchase  and  do  hereby  subscribe 
for  the  amount  and  kind  of  capital  stock  set  opposite  our  respective 
names,  and  agree  to  pay  for  same  as  follows: 

(Here  insert  the  plan  of  stock  payment  to  be  used) 

(5)     If.  on  or  before  ^  ,  I9  ,  bona  fide  sub- 
scriptions from  acceptable  parties  to  the  common  and  preferred  stock 
of  the  association  shall  equal  the  sum  of  $  and  pro- 
ducers of  cotton  whose  average  annual  production  aggregates  at  least 
.  bales  of  cotton,  have  agreed  to  execute  ginning  agree- 
ments covering  their  cotton  crops,  the  organization  committee  shall 
forthwith  proceed  to  file  the  articles  of  incorporation  and  to  have 
the  organization  of  the  association  completed;  subject,  however,  to 
the  foregoing  conditions  only;  the  undersigned  agree  that  their  sig- 
natures hereto  are  irrevocable  and  they  so  agree  in  order  to  induce 
others  to  sign  this  or  similar  agreements  for  their  mutual  benefit. 
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(6)  Acceptance  of  this  agreement  "by  the  association  shall  be 
deemed  conclusive  upon  the  mailing  of  notice  to  that  effect  to  the 
undersigned,  at  our  respective  addresses  listed  hereon,  and  such 
notice  shall  "be  conclusively  established  by  the  affidavit  of  the 
secretary  of  the  association.    Upon  receipt  of  such  notice,  the 
undersigned  shall  promptly  tender  to  the  association  the  respective 
amounts  subscribed  for  common  and  preferred  stock  or  the  initial 
payments  required  thereon, 

(7)  The  undersigned  represent  that  the  average  annual  acres  of 
cotton  harvested  and  the  average  annual  bales  produced  for  the  past 
 years  are  set  forth  opposite  our  respective  names. 

(8)  The  undersigned  agree  that  we  will  become  members  of  the 
association  when  formed  by  executing  ginning  agreements,  the  terms 

of  which  shall  be  similar  to  the  terms  contained  in  the  form  attached 
hereto  and  made  a  part  hereof, 

IN  WITNESS  WHEREOF,  we  have  hereunto  set  our  hands  as  of  this 

 day  of   ,  19  . 


Cotton  Crop 
Stock  Subscription        (      Year  Average) 


Signature 

Address 

Shares 
Common 

Shares 
Preferred 

Acres 
Grown 

Bales 
Made 
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GINiaNG  AGREEMENT 

This  Agreement,  between  the  .  Association, 

hereinafter  called  the  "Association,"  and  the  undersigned,  herein- 
after called  the  "Grower," 

WITNESSETH: 

(1)  The  Grower  agrees  to  deliver  to  the  Association  for  gin- 
ning all  cotton  produced  by  or  for  him,  and  to  sell  to  the  Associa- 
tion or  otherwise  deliver  to  it  for  marketing  or  for  processing, 
either  through  its  own  facilities  or  by  g,  cooperative  oil  mill  all 
the  seed  from  said  cotton,  except  cottonseed  retained  for  planting 
or  home  use,  or  which,  on  request  of  the  Grower,  shall  be  excepted 
herefrom  by  order  of  the  board  of  directors  of  the  Association. 

(2)  The  Grower  hereby  expressly  authorizes  and  directs  the 
board  of  directors  of  the  Association  to  fix  the  charges  for  gin- 
ning, wrapping,  drying  or  otherwise  processing  or  handling  cotton 
and  cottonseed,  the  price  to  be  paid  for  cottonseed,     and  the  amount 
to  be  paid  per  bale  to  the  Association  by  Grower  for  capital  pur- 
poses to  be  evidenced  by  preferred  stock,  which  shall  not  exceed 

$  per  bale  of  cotton  ginned;  and  the  Association  shall 

make  such  advances  on  cottonseed,  other  than  that  purchased  by  the 
Association,  as  may  be  found  practicable. 

(3)  The  Association  may  borrow  money  for  its  own  account  and 
pledge  all  of  such  cottonseed  as  security  therefor  without  limita- 
tion and  the  Association  is  authorized  to  sell  such  cottonseed  when 
and  as  it  deems  best. 

(U)    The  Association  may  enter  into  agreements  with  other  grow- 
ers differing  in  terms  from  those  contained  herein,  but  consistent 
with  the  bylaws  of  the  Association,  without  invalidating  this  Agree- 
ment provided  that  the  Grower,  at  his  request,  may  execute  a  similar 
agreement  as  a  substitute  for  this  contract. 

(5)    Inasmuch  as  the  remedy  at  law  would  be  inadequate  and 
inasmuch  as  it  would  be  impracticable  and  extremely  difficult  to 
determine  the  actual  damage  resulting  to  the  Association  should  the 
Grower  fail  to  deliver  his  cotton  hereunder,  regardless  of  the  cause 
of  such  failure,  the  Grower  hereby  agrees  to  pay  to  the  Association 
for  all  cotton  delivered  elsewhere  for  ginning  by  or  for  him,  other 

than  in  accordance  with  the  terms  hereof,  the  sum  of  cents 

per  on  all  cotton  so  delivered,  as  liquidated  damages 

for  the  breach  of  this  contract;  all  parties  agreeing  that  this  con- 
tract is  one  of  a  series  dependent  for  its  true  value  upon  the 
adherence  of  each  and  all  of  the  contracting  parties  to  each  and  all 
of  the  said  contracts,  but  the  cancelation  of  this  contract  or  the 
failure  of  the  Grower  to  comply  therewith  shall  not  affect  other 
similar  contracts,  ikj 

Tk]    There  is  a  difference  of  opinion  as  to  the  desirability  of 
including  these  provisions. 
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(6)  If  the  Association  brings  any  action  'j?hatsoever  "by  reason 
of  a  breach,  or  threatened  breach  hereof,  the  Grower  shall  pay  all 
costs  of  court,  costs  for  bond?  and  otherwise,  expenses  of  travel 
and  all  expenses  arising  out  of  or  caused  by  the  litigation,  and 
reasonable  attorney  fees  expended  or  incurred  by  it  in  such  proceed- 
ings and  all  such  costs  and  expenses  shall  be  included  in  the  judg- 
ment. 1]+/ 

(7)  It  is  agreed  that  the  articles  of  incoipomtion  and  the 
bylaws  now  or  hereafter  in  effect,  and  this  contract  constitute  the 
entire  agreement  between  the  Association  and  the  Grower. 

(8)  After  this  agreement  shall  have  been  in  effect  years 

from  the  date  of  its  acceptance  by  the  Association,  either  party 
hereto  may  terminate  it  in  any  year  on  the  last  day  of  the  anni- 
versary month  in  which  this  agreement  was  so  accepted  by  notifying 
the  other  party  in  writing  of  this  intention,   such  notice  to  be 
given  between  the  first  and  fifteenth  of  the  moEith  immediately  prior 
to  the  effective  date  of  termination.     If  neither  of  the  parties 
hereto  terminates  this  agreement  in  any  year,  as  aforesaid,  it  is 
hereby  mutually  agreed  that  this  shall  constitute  conclusive  evi- 
dence that  the  parties  hereto  have  renewed  this  agreement  for 
another  year, 

(9)  The  parties  agree  that  there  are  no  oral  or  other  condi- 
tions, promises,  covenants,   representations  or  inducements  in  addi- 
tion to  or  at  variance  with  any  of  the  terms  hereof;  and  that  this 
Agreement  represents  the  voluntary  and  clear  understanding  of  both 
parties  fully  and  completely. 

Read,  considered  and  signed  at   ,   

this  day  of   ,  I9  . 

Grower's  signature      (  ) 

(Do  not  sign  without        (Print  Grower's  name  here) 
reading) 

Address    (  ) 

(R.  F.D.   or  Street  No.  )  (Town) 

County   State  

Accepted  at   ,   this  

day  of  ,   19  ,   in  accordance  v;ith  a  resolution 

of  the  board  of  directors. 

Association 


By 


Secretary 


lU/  There  is  a  difference  of  opinion  as  to  the  desirability  of 
including  these  provisions. 
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ARTICLiiS  OF  INCOEPOPATION 
of 

Association 


Vffi,  THE  UNDERSIGNED,  all  of  whom  are  residents  and  citizens  of 
the  State  of   ,  engaged  in  the  production  of  agricul- 
tural products,  do  hereby  voluntarily  associate  ourselves  together 
for  the  purpose  of  organizing,  incorporating  and  operating  a  coop- 
erative asFOciation  vath  capital  stock  under  the  provisions  of  

of  the  State  of   ,  and  amondmonts  thereto,  with  all  the 

rights,  powers,  privileges,  benefits  and  immunities  given  or  per- 
mitted corporations  so  formed;  and  for  that  purpose  hereby  adopt 
these  Articles  of  Incorporation: 

ARTICLE  I 

The  name         of  the  association  shall  be   


ARTICLE  II 

The  association  is  formed  for  the  purpose  of  en^ging  in  the 
following  activities: 

(a)  Ginning,  V7rapping  and  otherwise  processing  cotton,  and/or 
processing  cottonseed    and  other  farm  products. 

(b)  Buying,  selling,   storing,  shipping,  hauling  and  otherwise 
handling  cotton,  cotton  seed  and  cottonseed    products  and/or  other 
farm  products  and  the  byproducts  thereof, 

(c)  Buying,  selling,  dealing  in  and  handling  (l)  bagging, 
ties  and  all  other  supplies  necessary  and  incidental  to  ginning 
cotton,  (2)  any  articles,  materials  and  supplies  used  in  processing 
and/or  handling  other  farm  products,  or  the  byproducts  thereof,  and 
(3)  any  farm  materials,   supplies  and  equipment. 


15/  Articles  of  incorporation  must  strictly  meet  the  requirements 

of  the  lav/  of  the  State  in  which  an  association  is  being  incorporated 

and  this  form  must  be  changed  accordingly. 

16/  Some  States  have  restrictions  regarding  names,  and  particularly 
on  the  use  of  the  word  "cooperative." 
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ABTICLE  III 

The  association  shall  have  the  follovving  pov;ersi 

(a)  To  transact  business  with  nonmcmliers,  provided  the  busi- 
ness transacted  with  such  nonmembers  is  not  greater  in  value  than 
that  transacted  with  its  members. 

(b)  To  act  as  the  agent  or  representative  of  any  patron  or 
patrons  in  any  of  the  activities  mentioned  in  Article  II  hereof. 

(c)  To  buy,  acquire,  hold,  own,  lease,  give  as  security,  sell 
and  otherwise  dispose  of,  and  exercise  all  privileges  of  ownership 
Over  real  and  personal  property  of  any  character,  and/or  interest 
therein,  as  may  be  deemed  necessary  or  desirable  for  the  conduct  of 
the  business  of  the  association,  or  incidental  thereto. 

(d)  To  borrow  money  for  any  purpose  of  the  association  with- 
out limitation,  and  to  issue  notes,  bonds,  debentures  or  other  obli- 
gations therefor  v/hich  may  be  secured  in  any  manner  permitted  by 
law.  i§/ 

(e)  To  buy,  hold,  retire,  and  dispose  of  its  own  capital  stock 
in  accordance  with  the  law. 

(f)  To  establish  reserves  and  invest  the  funds  thereof,  or 
any  other  funds  of  the  association,   in  bonds  or  in  such  other 
property  as  may  be  specified  in  the  bylaws, 

(g)  To  guarantee,   endorse,  purchase  or  otherwise  acquire, 
hold,  sell,  assign,  transfer,  mortgage,  pledge  or  otherwise  dispose 
of  shares  of  stock,  bonds,  or  other  evidences  of  indebtedness  of  any 
coipioration  or  association  engaged  in  any  related  activity,  and  to 
vote,  cooperate  and  share  in  the  management  or  control  of  such 
organization,  its  activities  and  affairs, 

(h)  To  participate  by  membership,   stock  ownership,  contract 
or  otherwise,  in  the  management  of  cooperative  agencies  for  the 
furthering  of  any  of  the  purposes  of  this  association. 

(i)  To  do  each  and  every  thing  necessary,  suitable  or  proper 
for  the  accomplishment  of  any  of  the  purposes  or  the  attainment  of 
any  one  or  more  of  the  objects  herein  enumerated;  or  conducive  to 
or  expedient  for  the  interest  or  benefit  of  the  association;  and  to 
contract  accordingly;  and  in  addition,  to  exercise  and  possess  all 
powers,  rights,  and  privileges,  necessary  or  incidental  to  the 


17/  In  some  States  this  provision  must  be  omitted  or  modified  to 
meet  the  requirements  of  the  statute. 

18/  Under  some  statutes  the  maximum  amount  of  corporate  indebtedness 
that  may  be  incurred  must  be  stated  in  the  articles  of  incorporation. 
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purposes  for  which  the  association  is  organized,  or  to  the  activi- 
ties in  which  it  is  en^ged,  and  to  have  and  exercise  all  the 
powers,  privileges  and  rights  granted,  authorized  or  allowed  to 

associations  organized  under  

and  amendments  thereto,  and  all  othtr  powers  authorized  or  allowed 

to  corporations  by  other  laws  of  the  State  of  ,  insofar 

as  they  are  not  in  conflict  with  the  express  provisions  of  the  law 
under  which  the  association  is  organized. 


ARTICLE  IV 

The  association  shall  have  its  principal  place  of  business  in 
the  City  of  ,  County  of  ,  State  of   


ARTICLE  V 

The  term  for  which  this  association  shall  exist  is 
years  from  and  after  the  date  of  its  incorporation. 


ARTICLE  VI 

The  management  of  the  business  and  affairs  of  the  association 

shall  be  vested  in  a  board  of  directors  consisting  of   

members,  each  of  whom  shall  be  a  holder  in  good  standing  of  one 
fully  paid  share  of  common  stock  of  the  association.  Directors 
shall  be  elected  at  each  annual  meeting  oi  the  stockholders  of  the 
association,  for  teims  ending  at  the  next  annual  meeting,  and  unless 
sooner  removed  by  death,  resignation,  or  for  cause,  they  shall  hold 
office  until  their  successors  have  been  elected  and  qualified.  The 
names  ^/  and  addresses  of  those  who  are  to  serve  as  incorporating 
directors  until  the  first  annual  meeting  of  the  stockholders,  or 
until  their  successors  are  elected  and  qualified  are  J 

Name  Address 


19/  If  the  statute  under  which  an  association  is  to  be  incorporated 
will  permit,  it  is  preferable  to  state  in  the  articles  of  incorpo- 
ration only  the  minimum  number  of  directors  that  the  association  will 
have,  providing  in  the  bylaws,  which  may  be  more  easily  amended,  for 
the  actual  number. 

20/  Some  statutes  do  not  require  that  the  names  of  the  original 
directors  be  given  in  the  articles  of  incorpomtion. 
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ABTICLE  VII 

Section  1.     The  amount  of  the  authorized  capital  stock  shall  be 

 Dollars  ($  ),  divided  into  

shares  of  common  stock,  each  of  the  par  vplue  of  Dollars 

and  shares  of  preferred  stock,  each  of  the  par  value 

of  ^Do  liars. 

Section  2.     The  coimnon  stock  of  the  association  shall  only  be 
issued  or  transferred  to,  or  held  by  producers  of  agricultural  prod- 
ucts who  agree  to  patronize  the  association,  in  accordance  with 
uniform  terms  and  conditions  prescribed  thereby  in  a  ginning  agree- 
ment, and  no  person,   firm,  or  corporation  shall  own  or  hold  at  any 
one  time  more  than  one  share  of  such  common  stock,  or  shall  have 
more  than  one  vote  in  transacting  business  at  meetings  of  the  stock- 
holders.    The  common  stock  shall  not  bear  dividends.     The  common 
stock  shall  only  be  transferred  upon  approval  of  the  board  of  direc- 
tors.    No  purported  transfer  of  common  stock  shall  pass  any  right 
or  privilege  on  account  of  such  stock,  or  any  vote  or  voice  in  the 
control  or  management  of  the  association  unless  the  recipient  there- 
of is  eligible,  as  herein  defined,  to  hold  such  stock,  and  such 
transfer  is  approved  by  the  board  of  directors.     The  voting  rights 
of  any  holder  of  common  stock  who  ceases  to  be  eligible  to  hold 
such  stock,  or  who  violates  any  of  the  terras  and  conditions  of  the 
uniform  ginning  agreement,  bylaws,  or  rules  and  regulations  of  the 
association,  or  who  performs  an  act  of  disloyalty  to  the  associa- 
tion, may  be  suspended  by  action  of  the  board  of  directors  follow- 
ing a  hearing  held  as  provided  in  the  bylaws.     In  any  case  in  which 
the  voting  rights  of  any  holder  of  common  stock  have  been  suspended 
by  the  board  of  directors,  the  association  shall  have  the  right, at 
its  option  (a)  to  purchase  such  stock  at  its  book  or  par  value, 
whichever  is  less,  as  determined  by  the  board  of  directors  of  the 
association,   (b)  to  require  the  transfer  of  any  such  stock  at  such 
book  or  par  value  to  any  person  or  associo.tion  eligible  to  hold 
the  same  or  (c)  to  require  such  holder  of  any  such  stock  to  convert 
the  same  into  shares  of  preferred  stock  of  equal  par  value. 

In  exercising  its  right  to  purchase  or  require  the  transfer  or 
conversion  into  preferred  stock  of  common  stock,  if  such  holder 
fails  to  deliver  the  certificate  or  certificates  evidencing  the  same, 
the  association  may  cancel  such  certificate  or  'jertif i cates  on  its 
books  and  issue  a  new  certificate  or  certificates  of  common  or  pre- 
ferred stock,  as  the  case  may  be,  to  the  party  entitled  thereto. 

Section  3.     The  preferred  stock  of  the  association  shall  bear 

noncumulative  dividends  not  exceeding  percent  per  annum,  if 

earned  and  when  declared  by  the  board  of  directors;  and  such  divi- 
dends shall  have  preference  over  any  and  all  other  dividends  or  dis- 
tributions declared  in  any  year.     At  the  discretion  of  the  board  of 
directors,  all  dividends  on  preferred  stock,  or  any  part  thereof, 
may  be  paid  in  additional  certificates  of  preferred  stock  and/or 
credits  on  preferred  stock.     The  preferred  stock  shall  carry  no 
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voting  rii?:hts  §1/  and  such  stock,  or  any  part  thereof,  may  "be 
redeemed  or  retired  upon  call  of  the  board  of  directors  from  time 
to  time  provided  said  stock  is  called  and  retired  in  the  same  order 
as  originally  issued.     All  such  preferred  stock  so  retired  shall  be 
paid  for  in  cash  at  the  par  value  thereof,  plus  any  dividend  declared 
thereon  and  unpaid;  and  such  stock  shall  not  bear  dividends  after 
the  date  fixed  in  the  call  for  its  retirement.     Upon  distribution  of 
the  assets  of  the  association  in  the  event  of  dissolution  or  liqui- 
dation, the  holders  of  preferred  stock  shall  bo  entitled  to  receive 
the  par  value  of  their  preferred  stock,  plus  any  dividend  declared 
thereon  and  unpaid,  before  any  distribution  is  made  on  common  stock. 

Section  U.     All  transfers  of  stock  shall  be  made  on  the  books 
of  the  association  only  on  surrender  of  the  certificate  covering  the 
same  by  the  holder  thereof,  or  by  attorney  properly  authorized.  The 
association  shall  have  a  lien  on  all  stock,  and  on  any  dividends 
declared  thereon,  for  all  indebtedness  of  the  holder  thereof  to  the 
association.     In  the  event  of  dissolution  or  liquidation  of  the  asso- 
ciation, no  holder  of  stock  shall  be  entitled  to  receive  any  distri- 
bution of  the  assets  on  such  stock  in  excess  of  the  par  value  there- 
of, plus  any  dividend  declared  thereon  and  unpaid;  and  any  assets 
remaining  after  the  payment  of  all  debts,  and  the  retirement  of  all 
stock  and  credits  on  stock,  at  par  value,  shall  be  distributed  on  a 
patronage  basis  as  provided  in  the  bylaws. 

IN  TESTIMONY  WHEREOF,  we  have  hereunto  set  our  hands  this  

day  of  19_  . 


[There  should  be  added  the  statutory  fox-m  of  acknowledgment  to  be 
executed  by  those  incorporators  who,  under  State  law,  are  required 
to  acknowledge  the  execution  of  the  articles  of  incorporation.  ] 


21 /    In  some  States,  all  stock  carries  a  right  to  vote. 
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BYLAWS 
of  the 


ARTICLE  I 

Powers  and  Purposes 

The  powers  and  purposes  of  this  association  are  those  set 
forth  in  the  articles  of  incorporation.     The  articles  of  incorpo- 
ration shall  control  in  the  event  of  any  conflict  between  its  pro- 
visions and  any  part  of  these  bylaws. 

■    ARTICLE  II 
Capital  Stock 

The  authorized  capital  stock  of  the  association  as  set  forth 
in  the  articles  of  incorporation  shall  have  such  voting  rights, 
bear  such  dividends,  and  be  issued,  transferred,   redeemed  or  retired 
as  provided  in  article  VII  of  said  articles  of  incorporation.  Sec- 
tions 2  and  k  of  article  VII  of  the  articles  of  incorporation  shall 
be  printed  verbatim  on  each  certificate  of  common  stock  and  sections 
3  and  h  of  article  VII  of  the  articles  of  incorporation  shall  be 
printed  verbatim  on  each  certificate  of  preferred  stock. 

ARTICLE  III 
Membership 

Section  1.     Qualifi  cations-  —  Any  person,   firm  or  corporation, 
including  landlords  who  receive  as  rent  a  part  of  the  crop  raised 
on  leased  premises,  engaged  in  the  production  of  agricultural  prod- 
ucts may,   subject  to  the  approval  of  the  board  of  directors,  become 
a  member  of  this  association  by  acquiring  one  share  of  the  common 
stock  thereof,  and  by  entering  into  a  ginning  agreement  v;ith  the  asso 
ciation  in  the  form  prescribed  by  the  board  of  directors. 

Section  2.     Suspension  of  voting  rights.  —  The  voting  rights 
of  any  holder  of  common  stock  who  ceases  to  be  eligible  to  hold  such 
stock  shall  be  suspended  im.mediately  upon  the  finding  of  the  board 
of  directors  that  such  holder  is  ineligible  to  hold  such  stock;  and 
the  voting  rights  of  any  holder  of  common  stock  who  violates  any  of 
the  terms  and  conditions  of  the  uniform  ^nning  agreement,  bylaws, 
or  rules  and  regulations  of  the  association,  or  viho  fails  to  observe 
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any  obligation  or  duty  of  a  holder  of  such  stock,  may  be  suspended 
by  a  majority  vote  of  the  board  of  directors;  provided,  however, 
that  before  the  voting  rights  are  suspended  for  any  cause,  the 
board  of  directors  shall  hold  a  meeting  for  the  purpose  of  hearing 
and  receiving  evidence  of  the  charges  preferred  against  him;  and 
at  such  meeting,  he  shall  have  the  right  to  present  witnesses  and 
be  heard  in  person  or  by  counsel  in  answer  thereto;  and  the  person 
bringing  the  charges  against  him  shall  have  the  same  opportunity. 
Notice  of  such  meeting,  containing  a  statement  of  the  charges  pre- 
ferred against  a  holder  of  common  stock,  shall  be  mailed  to  such 
holder  at  least  ten  days  previous  to  the  date  of  the  meeting.  A 
holder  of  common  stock  whose  voting  rights  have  been  suspended  by 
the  board  of  directors  shall  thereafter  be  deemed  a  member  not  in 
good  standing,  and  as  euch,  ineligible  to  serve  the  association  as 
a  director  or  officer  thereof. 

In  any  case  in  which  the  voting  rights  of  any  holder  of  common 
stock  have  been  suspended  by  the  board  of  directors,  the  association 
shall  have  the  right,  at  its  option  (a)  to  purchase  such  stock  at 
its  book  or  par  value,  whichever  is  lessi  as  determined  by  the  board 
of  directors  of  the  association,   (b)  to  require  the  transfer  of  any 
such  stock  at  such  book  or  par  value  to  any  person  or  association 
eligible  to  hold  the  same  or  (c)  to  require  such  holder  of  any  such 
stock  to  convert  the  same  into  shares  of  preferred  stock  of  equal 
par  value. 

In  exercising  its  right  to  purchase  or  require  the  transfer  or 
conversion  of  common  stock  into  preferred  stock,  if  such  holder 
fails  to  deliver  the  certificate  or  certificates  evidencing  the 
same,  the  association  may  cancel  such  certificate  or  certificates 
on  its  books  and  issue  a  new  certificate  or  certificates  of  common 
or  preferred  stock,  as  the  case  may  be,  to  the  party  entitled 
thereto. 

ARTICLE  IV 

Nonmember-Fat  rons 

The  association  may  transact  business  with  nonmembers,  pro- 
vided the  business  transacted  with  such  nonmembers  is  not  greater 
in  value  than  that  transacted  with  its  members.  22/ 

ARTICLE  V 

Stockholders'  Meetings 

Section  1.    Annual  meeting.  —  The  annual  meeting  of  the  stock- 
holders of  this  association  shall  be  held  in  its  office  in  the  town 
of    ,  at  o'clock  ^M.  ,  on  the  


227  In  some  States,  this  provision  must  be  omitted  or  modified  to 
meet  the  requirements  of  the  statute. 
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in  of  each  year,  if  not  a  legal  h^iliday,  and  if  a  legal 

holiday,  on  the  next  business  day  following;  provided  that  the 
place  and/or  time  for  holding  any  annual  meeting  may  be  changed  by 
the  board  of  directors  to  any  place  within  said  town,  and  to  any 
other  time  during  said  day. 

Section  2.     Special  meetings.  —  Special  meetings  of  the  stock- 
holders of  this  association  may  be  held  at  any  time  when  called  in 
manner  as  hereinafter  provided.     The  board  of  directors  shall  desig- 
nate the  date,  time  and  place  for  holding  aU  special  meetings,  but 

such  place  shall  be  in  the  town  of  .  Special 

meetings  may  be  called  at  any  time  by  the  board  of  directors,  and 
shall  be  called  by  said  board  whenever  a  written  request  containing 
a  statement  of  the  specific  business  to  be  considered,  signed  by  at 

least   percent  of  the  holders  of  fully  paid-up  common 

stock,  provided  that  in  no  case  shall  the  required  number  of  signa- 
tures to  such  request  be  less  than   ;  and  upon  receipt 

of  such  request  the  board  of  directors  shall  order  a  meeting  held 
within  thirty  days  from  the  date  of  such  receipt.     The  purpose  of 
every  special  meeting  shall  be  stated  in  the  notice  thereof,  and 
no  business  shall  be  transacted  thereat  except  such  as  is  specified 
in  the  notice. 

Section  3.     Notice  of  meetings.     Written  or  printed  notice  of 
all  meetings  of  the  stockholders,  stating  the  nature,  time,  place 
and  purpose  thereof,   shall  be  mailed  to  each  holder  of  fully  paid- 
up  common  stock  to  the  address  shown  on  the  books  of  the  associa- 
tion, or  handed  to  such  stockholder,  at  least   ^days  prior 

to  the  time  for  holding  the  meeting. 

Section  h.     Voting  rights  and  quorum.  —  Only  holders  of  fully 
paid-up  common  stock  in  good  standing  shall  have  the  right  to  vote 
at  meetings  of  the  stockholders,  and  no  holder  of  such  stock  shall 

have  more  than  .one  vote.   — ^'   percent  of  the  holders 

of  fully  paid-up  common  stock,  present  in  person,  shall  constitute 
a  quorum  for  the  transaction  of  business  at  any  meeting  of  the  stock- 
holders of  this  association;  and  a  vote  of  the  majority  of  such 
stockholders  present  at  such  meeting  shall  be  sufficient  to  pass  or 
reject  any  measure  properly  placed  before  the  meeting,   except  for 
the  transaction  of  business  for  which  a  different  qiio  rum  and  a 
different  vote  is  specifically  provided  for  by  statute  or  by  these 
bylaws. 

Section  ^.     Voting  by  proxyr~ —  Voting  by  proxy  is  prohibited. 


2 3/  If  permitted  by  law  the  number  of  stockholders  necessary  to  con- 
stitute a  quorum  should  be  small,  in  order  that  meetings  may  not 
fail  for  lack  of  a  quorum. 

2U/  The  right  of  a  stockholder  to  vote  by  proxy  is  granted  in  some 
States. 
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Section  6.  Order  of  business.  —  The  order  of  business  at  the 
annual  meeting  and  at  other  meetings  of  the  stockholders,  as  far  as 
practicable,   shall  be: 


1.  Calling  to  order. 

2.  Proof  of  due  notice  of  meeting, 

3.  Proof  of  quorum. 

km  Reading  and  action  on  any  unapproved 
minutes. 

5.  Reports  of  officers  and  committees. 

6.  Election  of  directors. 

7.  Unfinished  business. 

8.  New  business. 

9.  Adjournment. 


ARTICLE  VI 
Board  of  Directors 


Section  1.  Number  and  qualifications.  —  The  business  and 
affairs  of  this  association  shall  be  conducted  and  managed  by  a 

board  of  directors  consisting  of  ^members,  each  of  whom  shall 

be  a  member  in  good  standing  of  the  association  and  the  owner  of 
one  fully  paid-up  share  of  common  stock.    No  person  engaged  in 
business  in  competition  with  the  association  shall  be  eligible 
to  serve  as  a  director. 


Section  2.  Election  and  term  of  office.  —  Directors  shall  be 
elected  at  each  annual  meeting  of  the  stockholders  for  terms  ending 
at  the  next  annual  meeting.    And,  unless  they  shall  resign,  die, 
become  disqvialified  or  be  removed  in  the  manner  provided  in  section 
6  hereof,  they  shall  hold  office  until  their  successors  have  been 
elected  and  qualified. 

Section  3.  Meet ings.  —  As  soon  as  practicable  and  within  ten 
days  following  the  annual  meeting  of  the  stockholders  each  year, 
the  board  of  directors  elected  thereat  shall  hold  a  regular  meet- 
ing at  such  time  and  place  in  the  town  of  ,  as  may  be 

designated  by  the  president.     Special  meetings  of  the  board  may  be 
held  at  any  time  when  called  in  the  manner  hereinafter  provided. 
Such  special  meetings  shall  be  called  upon  order  of  the  president, 
or  upon  written  request  of  a  majority  of  the  directors.     The  presi- 
dent or  directors  in  ordering  the  call  shall  designate  the  date, 
time  and  place  for  holding  the  meeting,  but  such  place  shall  be  in 

the  town  of  .    Any  business  of  the  association  may  be 

transacted  at  any  special  meeting  of  the  board  v/hether  or  not  such 
business  is  stated  in  the  call. 

Section  U.  Notice  of  meetings.  —  Written  notice  of  regular 
and  special  meetings,  stating  the  time,  place,  and  purpose  thereof, 

shall  be  mailed  or  handed  to  each  director  at  least  days 

prior  to  the  time  for  holding  the  meeting;  provided,  however,  that 
directors  may  waive,  in  writing,  notice  of  any  meeting. 
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Section  ^.     Vacanci es.  —  Vacancies  in  the  board  of  directors, 
other  than  by  expiration  of  term,  shall  be  filled  by  a  majority  vote 
of  the  remaining  directors  in  office,     Dii-ectors  to  fill  such  vacan- 
cies shall  be  elected  for  thu  unexpired  term  of  those  whom  they  suc- 
ceed. 

Section  6.     Removal  of  directors.  —  Whenever  any  director  of 
the  association  shall  cease  to  be  eligible  for  the  office  of  direc- 
tor, as  defined  in  section  1  of  this  article,  his  membership  on  the 
board  of  directors  shall  terminate.     Any  director  of  the  association 
may  be  removed  from  office  by  a  vote  of  a  majority  of  the  holders 
of  fully  paid-up  common  stock  in  good  standing,  present  in  person, 
at  any  special  meeting  called  for  that  purpose,  at  which  a  majority 
of  such  stockholders  shall  be  present.     Special  meetings  of  the 
stockholders  for  voting  upon  the  removal  of  a  director  shall  be 
called  only  when  a  holder  of  common  stock  brings  charges  against 
such  director  by  filing  them,  in  writing,  with  the  secretary  of  the 

association,  together  with  a  petition  signed  by   ^percent  of 

the  holders  of  common  stock,  in  good  standing,  requesting  the  removal 
of  the  director  in  question.     The  director  against  whom  such  charges 
have  been  brought  shall  be  informed  in  writing  of  the  charges  at 

least   days  previous  to  the  meeting  and  shall  have  an  oppor- 

tiinity  at  the  meeting  to  present  witnesses  and  be  heard  in  person 
or  by  counsel  in  answer  thereto;  and  the  person  or  persons  bringing 
the  charges  against  him  shall  have  the  same  opportunity.     Any  vacan- 
cy created  by  such  termination  or  removal  from  office  shall  be  filled 
in  the  manner  provided  in  section  5  hereof. 

Section  ] .     Q,uo rum .  —  A  majority  of  the  members  of  the  board 
of  directors  shall  constitute  a  quorum  for  the  transaction  of  busi- 
ness at  any  meeting  of  the  board;  and  a  vote  of  the  majority  of  the 
members  present  at  such  meeting  shall  be  sufficient  to  pass  or 
reject  any  measure  properly  placed  before  the  meeting,  except  for 
the  transaction  of  business  for  which  a  different  vote  is  specifi- 
cally provided,  by  statute  or  by  these  bylaws. 

Section  8.     Compensation,  employment  and  contracts.  —  The  mem- 
bers of  the  board  of  directors  shall  receive  no  compensation  for 
their  services  as  members  of  the  board,  but  may  receive  a  reasonable 
per  diem  to  cover  necessary  expenses  while  engaged  in  the  business 
of  the  association.     No  member  of  the  board  of  directors  and  no 
member  of  his  immediate  family  shall  be  employed  by  the  association 
for  more  than  thirty  days  in  any  year,  unless  such  employment  is 
unanimously  approved  By  the  board  of  directors.     No  member  of  the 
board  of  directors  during  his  terra  of  office,  shall  have  any  con- 
tract, arrangement,  or  agreement  for  profit  with  the  association 
differing  in  terms  or  purpose  from  contracts,  arrangements,  and 
agreements  accorded  other  members. 

Section  9»     Referendum.  23/  —  Upon  demand  of  one- third  of  the 
entire  board  of  directors,  any  matter  that  has  been  approved  or 

i5/     There  is  a  difference  of  opinion  regarding  the  advisability 
of  including  this  section  unless  required  by  statute. 
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passed  "by  the  boaxd  must  be  referred  for  decision  to  a  special  meet- 
ing of  the  stockholders,  which  shall  be  called  for  that  purpose,  or 
to  the  annual  meeting  if  same  is  to  be  held  within  thirty  (3O)  days 
from  such  demand.    The  decision  on  such  matter  at  said  meeting  shall 
be  binding  upon  the  board  of  directors. 

ARTICLE  VII 

Duties  and  Powers  of  Directors 

Section  1.     Management  of  business.  —  The  board  of  directors 
shall  have  general  supervision  and  control  of  the  business  and 
affairs  of  the  association  and  shall  make  all  rules  and  regulations, 
not  inconsistent  with  law  or  with  these  bylaws,  for  the  management 
of  the  business  and  guidance  of  the  officers,  employees  and  agents 
of  the  association.     They  shall  have  installed  an  acco^iIlting  system 
which  shall  be  adequate  to  the  requirements  of  the  business,  and  it 
shall  be  their  duty  to.  require  proper  records  to  be  kept  of  all 
business  transactions. 

Section  2.     Employment  of  manager.  —  The  board  of  directors 
shall  have  the  power  to  employ  and  dismiss  or  to  authorize  the 
employment  and  dismissal  of  a  manager  and  such  other  employees  as 
may  be  deemed  necessary,  and  to  fix  their  compensation.     The  manager 
shall  have  charge  of  the  business  of  the  association  under  the 
direction  of  the  board  of  directors.     No  director  shall  serve  as 
manager,  unless  unanimously  approved  by  the  board  of  directors. 

Section  3.     Bonds  and  insurance.  —  The  board  of  directors  shall 
require  the  manager  and  all  other  officers,  agents,  and  employees 
charged  by  the  association  with  responsibility  for  the  custody  of 
any  of  its  funds  or  negotiable  instruments  to  give  adequate  bonds. 
Such  bonds,  unless  cash  security  is  given,  shall  be  furnished  by  a 
responsible  bonding  company  and  approved  by  the  board  of  directors, 
and  the  cost  thereof  shall  be  paid  by  the  association.     The  board 
of  directors  shall  provide  adequate  insurance  covering  loss  of,  or 
damage  to  the  property  of  the  association  and  property  in  its  posses- 
sion and  custody  for  which  it  is  liable,  by  fire,  tornado,  or  v.ind- 
storm,  and  in  addition  insurance  covering  liability  for  accidents 
to  all  employees  and  the  public. 

Section  U.  Ginning  agreements.  —  The  board  of  directors  shall 
prescribe  and  adopt  the  form  of  ginning  agreement  to  be  entered  into 
by  the  association  with  its  members  which  shall  be  for  a  period  not 

to  exceed   years,  but  may  provide  for  the  renewal  thereof 

if  notice  of  termination  is  not  given  within  a  specified  time  each 
year.     The  board  of  directors  shall  have  the  power  to  carry  out  such 
ginning  agreements  in  every  way  advantageous  to  the  association, 
representing  the  producers  collectively.     A  separate  service  agree- 
ment may  be  adopted,  in  the  discretion  of  the  board  of  directors, 
for  each  activity  in  which  the  association  may  engage. 
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Section  5-     Depositary.  —  The  board  of  directors  shall  have  the 
power  to  select  one  or  more  banks  to  act  as  depositaries  of  the 
funds  of  the  association  and  to  determine  the  manner  of  receiving, 
depositing  and  disbursing  the  funds  of  the  association  and  the  fonn 
of  checks  and  the  person  or  persons  by  whom  same  shall  be  signed, 
with  the  power  to  change  such  banks  and  the  person  or  persons  sign- 
ing such  checks  and  the  form  thereof  at  will. 

Section  6.     Borrowing  money.  —  The  officers  of  the  association 
who  are  authorized  to  do  so  by  the  board  of  directors  of  the  asso- 
ciation may  borrow  money  for  and  on  behalf  of  the  association  for 
any  association  purpose  on  open  account  or  otherwise,  with  or  with- 
out security,  in  such  amounts  and  upon  such  terms  and  conditions  as 
may  from  timie  to  time  appear  advisable,   subject  to  any  legal  require- 


Section  7-     Investments.  —  The  board  of  directors  shall  have 
the  right  and  power  to  invest  any  funds  of  the  association  not  needed 
in  the  operation  of  the  business,  including  reserve  fxinds,  in  bonds 
or  in  such  other  property  as  it  may  deem  advisable. 

Section  8.     General  powers  of  board  of  directors.  —  The  board  • 
of  directors  of  the  association  shall  have  the  power  and  authority 
consistent  with  law,  the  articles  of  incorporation  and  these  bylaws 
to  provide  for  the  carrying  out  of  the  contracts  and  agreements  of 
the  association  and  to  authorize  officers  thereof  to  enter  into 
contracts  and  agreements  on  behalf  of  the  association  and  to  authoi^- 
ize  any  and  all  acts  that  are  deemed  conducive  to  furthering  the 
purposes  for  which  the  association  is  formed,  except  that  the  board 
of  directors  shall  not  have  authority  to  sell  and  convey  the  real 
property,  machinery,  or  equipment  of  the  association  without  being 
authorized  by  a  meeting  of  the  holders  in  good  standing  of  fully 
paid-up  common  stock,  unless  such  conveyance  is  for  the  purpose  of 
securing  an  indebtedness  or  the  sale  is  of  machinery,  or  equipment 
not  used  in  the  operation  of  the  business,  or  unless  the  sale  is 
made  for  replacement  purposes.  26/ 


Section  1.     Officers  and  q^oali f ication s.  —  The  officers  of 
the  association  shall  be  a  president  and  a  vice  president,  each  of 
whom  shall  be  a  member  of  the  board  of  directors;  a  secretary- 
treasurer,  or  a  secretary  and  a  treasurer,  who  may  or  may  not  be 
directors  or  stockholders  of  the  association;  and  such  other  officers 
as  the  board  of  directors  deems  necessary.  ^Li 

26/  In  some  States  there  are  statutory  restrictions  which  must  be 
met  on  the  mortgaging  of  property. 

27/  See  statutory  provisions  on  election  and  qualifications  of 


ARTICLE  VIII 


Officers 


officers. 
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Section  2.     Election  and  term  of  office.  —  All  officers  shall 
be  elected  by  the  board  of  directors  for  terms  not  extending  beyond 
the  first  regular  meeting  of  the  board  of  directors  following  the 
next  annual  meeting  of  the  stockholders  and,  unless  sooner  removed 
by  death,  resignation,  or  for  cause,  they  shall  hold  office  until 
their  successors  have  been  elected  and  qualified. 

Section  3.     Removal  of  officers.  —  Any  officer  of  the  associa- 
tion required  to  be  a  member  thereof , whose  right  to  vote  as  a  mem- 
cer  of  the  association  has  been  suspended  or  who  has  ceased  to  be 
qualified  to  act  as  a  director  of  the  association,  shall  thereupon 
cease  to  be  an  officer.     The  board  of  directors  may  remove  any 
officer  by  a  majority  vote  at  any  meeting  of  the  board;  and  the 
stockholders  may  remove  any  officer  in  the  same  manner  as  directors 
may  be  removed  as  provided  in  section  6  of  article  VI  hereof. 


Duties  of  Officers 

Section  1.     Duties  of  president.  —  The  president  shall  preside 
over  all  meetings  of  the  stockholders  and  the  board  of  directors; 
call  special  meetings  of  the  board  of  directors;  perfom  all  acts 
and  duties  usually  performed  by  an  executive  and  presiding  officer; 
serve  as  an  ex-officio  member  of  all  committees  of  the  association; 
sign  all  stock  certificates  and  such  other  documents  and  papers  as 
he  may  be  authorized  to  sign  by  the  board  of  directors;  provided, 
the  board  of  directors  may  authorize  any  person  to  sign  any  or  all 
checks,  contracts  and  other  instruments  in  writing  on  behalf  of  the 
association.     The  president  shall  perfom  such  other  duties  as  may 
be  prescribed  by  the  board  of  directors. 

Section  2.     Duties  of  vice  president. — In  the  absence  or  dis- 
ability of  the  president,   the  vice  president  shall  perform  the 
duties  of  the  president;  provided,  however,  that  in  case  of  death, 
resignation,  di sqiiali f ication  or  disability  of  the  president,  the 
board  of  directors  may  declare  the  office  vacant  and  elect  his 
successor. 

Section  3.     Duties  of  secretary-treasurer.  —  The  secretary- 
treasurer  shall  keep  a  complete  record  of  all  meetings  of  the  stock- 
holders and  of  the  board  of  directors.     He  shall  have  general  charge 
and  supervision  of  the  books  and  records  of  the  association,  and 
shall  perform  such  duties  with  respect  to  the  finances  of  the  asso- 
ciation as  may  be  prescribed  by  the  board  of  directors.     He  shall 
sign  all  stock  certificates  and  such  other  papers  pertaining  to  the 
association  as  he  may  be  authorized  or  directed  to  do  by  the  board 
of  directors.     He  shall  serve  all  notices  required  by  law  and  these 
bylaws  and  shall  make  a  full  report  of  all  matters  and  business 
pertaining  to  his  office  to  the  stockholders  at  the  annual  meeting. 
He  shall  provide  for  the  keeping  of  proper  stock  and  patron  records, 
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showing  the  name  of  each  stockholder  and  patron  of  the  association, 
the  num'ber  of  his  stock  certificate  and  sinning       agreement,  and 
date  of  issuance,  surrender,   cancellation,  or  forfeiture  thereof. 
He  shall  keep  the  corporate  seal  and  affix  said  seal  to  all  papers 
requiring  a  seal.     He  shall  make  all  reports  required  "by  law,  and 
shall  perform  such  other  duties  as  may  "be  required  of  him  "by  the 
association  or  the  board  of  directors.     Upon  the  election  of  his 
successor,  the  secretary-treasurer  shall  turn  over  to  him  all  books 
and  other  property  belonging  to  the  association  that  he  may  have  in 
his  possession.     If  the  offices  of  secretary  and  treasurer  are  held 
by  different  persons,  the  board  of  directors  shall  proscribe  the 
duties  and  responsibilities  of  each. 

Section  U.     Duties  of  other  officers.  —  Any  other  officers 
elected  to  offices  created  by  the  board  of  directors  shall  perform 
such  duties  with  respect  to  such  offices  as  may  be  prescribed  by 
the  board  of  directors. 

ARTICLE  X 

Determination  a>jjd  Distribution  of  Income 

Section  1.     Audit s.  —  The  board  of  directors  shall  have  a  com- 
plete audit  made  of  the  books  and  accounts  of  the  association  for 

the  fiscal  year  ending   of  each  year,  and  for  that  purpose 

shall  employ  a  competent  and  disinterested  public  auditor  or 
accountant,  who  shall  render  a  report  in  writing  thereon,  which 
report  shall  be  submitted  to  the  members  at  their  annxial  meeting. 
In  addition  to  a  balance  sheet  and  a  statement  of  the  total  net 
income,  such  report  shall  show  separately  the  net  earnings  or  losses 
from  ginning  and  wrapping  cotton,  from  handling  cottonseed,  and 
from  all  other  activities  of  the  association  ty  departments  as 
classified  by  the  board  of  directors,  after  all  salaries,  taxes, 
licenses,  insurance  and  bond  premiums,  interest,  depreciation, 
repairs  necessary  and  incidental  to  restore  the  physical  properties 
to  reasonable  operating  condition,  and  all  other  expenses  have  been 
paid  or  provided  for  to  the  close  of  the  fiscal  year. 

Section  2.    Allocation  and  distribution  of  net  income.  —  The 
total  net  income  so  determined  shall  be  allocated  and  distributed 
in  the  following  order  and  manner: 

(a)  An  amount,  not  less  than   percent  of  the  total  net 

income  shall  be  set  aside  each  year  as  a  general  reserve  until  the 

amount  of  such  reserve  shall  equal  at  least  percent  of  the  par 

value  of  outstanding  capital  stock.  — ' 

(b)  An  amount  not  exceeding  ^percent  of  the  par  value  of 

preferred  stock  outstanding  shall  be  set  aside  for  payment  of  divi- 
dends on  such  stock. 

28/  Statutory  requirements  concerning  reserves  should  be  complied 
with. 
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(c)  The  amounts  set  aside  for  the  general  reserve  and  for  pay- 
ment of  dividends  on  preferred  stock  shall  be  deducted  pro  rata  from 
the  income  of  each  department  of  the  association  and  the  "balance  of 
the  net  income  then  shown  for  each  department  shall  be  allocated  to 
the  patrons  of  each  of  the  departments  on  the  basis  of  their 
patronage. 

(d)  From  the  net  amo\int  allocated  to  each  nonmember  patron, 
eligible  for  membership  in  the  association  and  approved  by  the  board 
of  directors,  there  shall  first  be  deducted  the  par  value  of  one 
share  of  common  stock,  or  the  unpaid  balance  due  thereon;  and  when 
any  such  patron  has  complied  with  all  the  conditions  for  membership, 
a  certificate  for  common  stock  paid  for  in  this  manner  shall  be 
issued  to  him. 

(e)  29/  At  least  ^percent  of  the  amount,  as  determined  by 

the  board  of  directors,  then  remaining  to  the  credit  of  each  patron 
shall  be  retained  by  the  association  for  capital  purposes  and  dis- 
tributed to  him  in  credits  on  paid-in  preferred  stock,  and  the  asso- 
ciation shall  issue  certificates  for  all  such  shares  of  preferred 
stock  fully  paid  for  in  this  manner. 

(f)  Any  remaining  balance  of  the  patronage  allocations  of  each 
patron  may  then  be  paid  to  him  in  cash. 

Section  3»     Interest  of  patrons  in  general  reserve.  —  The  books 
of  the  association  shall  be  kept  in  such  manner  that  the  interest  of 
each  patron  in  the  amount  carried  to  the  general  reserve  each  year 
may  be  ascertained  at  any  time.     In  the  event  of  a  net  loss  in  the 
operation  of  the  association  for  any  one  year,  such  loss  shall  be 
charged  against  these  annual  reserves,  in  an  equitable  manner  as 
determined  by  the  board  of  directors.     Whenever  the  total  amoxint 

of  the  general  reserve  exceeds  percent  of  the  outstanding 

stock,  the  board  of  directors  may  apply  such  excess  to  paying  off 
ratably  by  years  the  oldest  unexhausted  interests  of  the  patrons 
therein. 

Section  h .    Appli cation  of  ca sh  distributions  to  indebtedness . — 
Any  part  or  all  of  the  cash  dividends  on  capital  stock,  cash  patron- 
age distributions,  and/or  cash  payments  for  retirement  of  stock  pay- 
able to  any  stockholder  or  patron  may  be  applied,  at  the  discretion 
of  the  board  of  directors,  to  the  payment  of  any  indebtedness  of 
such  stockholder  or  patron  to  the  association  that  may  be  due. 

29/ If  it  is  desired  to  retain  a  fixed  amount  per  bale  instead  of 
a  percentage  of  net  income  for  capital  purposes,  the  following  should 
be  substituted  for  subsection  (e) : 

At  least  for  each  bale  ginned  for  each  patron  shall  be 

deducted  from  the  amount  then  remaining  to  his  credit  and  shall  be 
retained  by  the  association  for  capital  purposes,  but  if  such  amomt 
is  insufficient  to  permit  of  such  deductions  all  such  amount  shall 
be  so  retained,  and  distributed  to  the  respective  patrons  in  credits 
on  preferred  stock,  and  the  association  shall  issue  certificates  for 
all  such  shares  of  preferred  stock  fully  paid  for  in  this  manner. 
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ARTICLE  XI 

Iss-uance  and  Redemptio n  of  P r ef erred  Stock 

At  the  end  of  each  fiscal  year  the  board  of  directors  shall 
issue  to  each  patron  preferred  stock  to  evidence  the  amoimts  paid 
in  by  such  patrons,  on  a  per  "bale  basis,   for  ca.pital  purposes,  as 
provided  in  section  2  of  the  Ginning  Agreement,  in  acidition  to  pre- 
ferred stock  which  it  issues  on  account  of  patronage  earnings,  as 
provided  in  section  2  of  Article  X  of  these  bylaws. 

Whenever,  in  the  opinion  of  the  board  of  directors,  the  capital 
funds  of  the  association  are  in  excess  of  that  amount  necessary  for 
its  sound  financial  operation,  the  board  of  directors  shall  call  for 
redemption,  and  redeem  or  retire,  in  accordance  with  section  3  of 
Article  VII  of  the  articles  of  incorporation,  an  amount  of  oldest 
outstanding  preferred  stock  in  the  same  order  as  originally  issued, 
equal  to  the  amo\int  of  such  excess,  provided  that  no  stock  shall  be 
retired  \inless  the  stock  outstanding  thereafter  shall  at  least  equal 
ho  percent  of  the  original  cost  of  the  fixed  facilities  and  permanent 
additions  thereto. 

ARTICLE  XII 

Distribution  of  Assets  on  Liquidation 

In  the  event  of  the  dissolution  or  liquidation  of  the  associa- 
tion, any  assets  remaining  after  the  payment  of  all  debts,  insofar 
as  they  are  sufficient  for  that  purpose,  shall  be  distributed  in  the 
following  order  and  manner: 

(1)  All  outstanding  preferred  stock  and  credits  on  preferred 
stock  shall  be  retired  in  full. 

(2)  All  outstanding  common  stock  and  credits  on  common  stock 
shall  be  retired  in  full. 

(3)  Unexhausted  interests  of  members  and  patrons  in  general 
reserves  shall  be  retired  ratably  on  an  equitable  basis,  as  deter- 
mined by  the  board  of  directors. 

(k)     The  remaining  asrets  shall  be  distributed  to  the  patrons 
of  the  association  on  as  equitable  a  patronage  basis  as  the  board 
of  directors  finds  practicable. 

ARTICLE  XIII 

Fiscal  Year 

The  fiscal  year  of  the  association  shall  begin  on  the  first  day 
of  ,  and  end  on  the  last  day  of  of  each  year. 

ARTICLE  XIV 
Seal 

The  seal  of  the  association  shall  contain  these  words  and 

figures:  "  Association,  Incorporated  IQ  ,  "  in 

circular  form,  the  impress  of  which  is  placed  hereon. 
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ARTICLE  XV 

These  bylaws  may  be  altered  or  amended  by  a  vote  of  the  majority 
of  the  holders  of  fully  paid-up  common  stock  in  good  standing  at  any 
annual  or  special  meeting  of  the  stockholders  at  which  a  quorum  is 
present,  but  notice  of  the  proposed  change  shall  be  given  in  the 
notice  of  the  meeting. 

We,  the  undersigned,  being  all  the  incoiporators  and  stock- 
holders of  the   Association,  do  hereby  assent  to  the 

foregoing  bylaws  and  adopt  the  same  as  the  bylaws  of  said  associa- 
tion, 

IN  TESTIMONY  WHEREOF,  we  have  set  our  hands  this  ^day  cf 

  ,  19  . 


COMMON  STOCK  CERTIFICATE 


Incorporated  in 


No.  ONE  SHARE 


(Name  of  Association) 


rXddress ) 
AUTHORIZED  CAPITAL  $ 


COMMON  STOCK:  Shares      PREFERRED  STOCK:   Shares 

Par  Value  $  per  share        Par  Value  $  per  share 

This  certifies  that  ^is  the  owner  of  one 

share  of  common  stock,  of  a  par  value  of   Dollars  ($  ) 

of  

transferable  on  the  books  of  the  association  on  the  surrender  of 
this  certificate,  properly  endorsed,  by  the  holder  thereof,  or  by 
attorney  properly  authorized,  which  stock  is  subject  to  the  follow- 
ing conditions! 


(Here  insert  sections  2  and  U  of  Article  VII  of  the  articles 
of  incorporation ) 

This  certificate  of  common  stock  is  sutjcct  to  performance 
given  to  preferred  stock  in  the  articles  of  incorporation  of  the 
association,  and  the  holder  hereof  accepts  the  same  subject  to  such 
preference,  and  is  also  subject  to  all  the  other  terms  and  condi- 
tions of  the  articles  of  incorporation  and  the  bylaws  now  in  effect 
or  hereafter  adopted. 

IN  V/ITNESS  WHEREOF  the  said  association  has  caused  this  cer- 
tificate to  be  signed  by  its  duly  authorized  officers  and  its 
corporate  seal  to  be  hereunto  affixed. 

This  day  of   ,  19_  . 

Attest : 


Secretary  President 

TRANSEER  OE  COMMON  STOCK 

(To  be  printed  on  back  of  stock  certificates) 

Eor  value  received,  and  with  consent  of  the  board  of  directors, 

 ^hereby  sell,  assign  and  transfer  unto  

 the  shares  of  common  stock  represented  by 

the  within  certificate,  and  do  hereby  irrevocably  constitute  and 

appoint  to  transfer  the  said  stock  on  the  books  of 

the  within-named  corporation  with  full  power  of  substitution  in  the 
prem.i  ses. 

Dated  ,  I9  . 


In  presence  of: 


Notice:     The  signature  of  this  assignment  must  correspond 
with  the  name  as  written  upon  the  face  of  the  certificate 
in  every  partic^jlar  vd  thout  alteration  or  enlargement  or 
any  change  whatever. 


PHEFERRED  STOCK  CSRTIJ'IGATE 


Incorporated  in  

No.   Shares 

Retirement  Order. 
No. 


(Name  of  Association) 
(Address) 

AUTHORIZED  CAPITAL  $  

COMMON  STOCK:  Shares      PREFEFHED  STOCK;  Shares 


Par  Value  $  per  share       Par  Value  $  per  share 

This  certifies  that  is  the  owner 

of  shares  of  preferred  stock,  of  a  par 

value  of  Dollars  ($    ),  each  of  


(Name  of  association)  (Tov.-n) 

 ,  transferalDle  on  the  hooks  of  the 

(State) 

association  on  the  surrender  of  this  certificate,  properly  endorsed, 
by  holder  thereof,  or  "by  an  attorney  properly  authorized,  which 
stock  is  subject  to  the  following  conditions: 

(Here  insert  sections  "5  and  U  of  Article  VII  of  the  articles 
of  incorporation) 

IN  WITNESS  WHSHEOr  the  said  association  has  caused  this  cer- 
tificate to  be  signed  by  its  duly  authorized  officers  and  its  cor- 
porate seal  to  be  hereunto  affixed. 

This  day  of  ,  19  • 

ATTEST: 


Secretary 


President 


TBANSFgR  OF  PRE?TH5rD  STQCX 
(To  be  printed  on  "back  of  stock  certificates ) 


For  value  received   hereby  sell,  assign  and  transfer  unto 

 shares  of  preferred  stock 

represented  by  the  within  certificate,  and  do  hereby  irrevocably  con- 
stitute and  appoint   to  transfer  the  said  stock 

on  the  books  of  the  within-named  corporation  with  full  power  of  sub- 
stitution in  the  premises. 

Dated   ,  I9  . 

In  presence  of: 


Notice:    The  signature  to  this  assignment  must  correspond 

with  the  name  as  written  upon  the  face  of  the  certificate 

in  every  particular  without  alteration  or  enlargement,  or 
any  change  whatever, 

WAIVER  OF  NOTICE  OF  FIRST  M5ETIMG 

OF 

STOCKHOLDERS 


We,   the  undersigned,  being  all  of  the  incorporators  of  the 

 ,   of  '   r— 

(Name  of  Association)  (Town)  (State) 

constituting  all  of  the  present  stockholders  of  such  association, 
hereby  waive  notice  of  a  meeting  of  the  stockholders  and  consent  to 
the  holding  of  a  meeting  of  such  stockholders  at   o'clock   ]<i. 


on  the  day  of   ,  I9      ,  at 


(Place  of  meeting)  (Town)  (State) 

for  the  purpose  of  adopting  bylaws  for  the  government  of  the  associa- 
tion and  transacting  any  other  business  that  may  properly  come  before 
the  meeting. 
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WITNESS  our  signatures  this   day  of  ,  19 


WAIVER  or  NOTICE  OF  FIRST  MEETING 
OF 

DIRECTORS 

WE,  the  undersigned,  "being  all  of  the  directors  of   

(Najne  of 

 •  '  

Association)  (Town)  (State ) 

hereby  waive  notice  of  a  meeting  of  the  directors  and  consent  to  the 

holding  of  a  meeting  of  such  directors  at   o'clock   ^!^, 

on      the  day  of   ,  19  . 

at   in  I  

(Place  of  Meeting)  (Town)  (State) 

for  the  purpose  of  electing  officers  of  the  association  to  serve  dur- 
ing the  ensuing  year,  adopting  the  form  of  ginning  agreement,  and 
transacting  any  other  business  that  may  properly  come  before  said 
meeting, 

WITNESS  our  signatures  this   day  of  ,  19  . 
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MINUrJ:;S  OF  FIRST  MilETINa 


OF 

STOCKHOLDERS 


The  first  meeting  of  the  stockholders,  consisting  of  the  incor- 
porators of   was  held  at  o'clock 

(Name  of  association) 

 U.  on  the   day  of  i  19  »  at 


 »  in  .   . 

(Place  of  meeting)  (Town) .  (State) 

The  chair  called  for  proof  of  notice  of  the  meeting,  whereupon   

 ^presented  a  waiver  of  notice  and  consent  to  hold  the 

meeting  signed  "by  all  of  the  stockholders  of  the  association,  which 
waiver  and  consent  was  in  the  following  form: 

(Copy  waiver  of  notice  and  consent  to  meeting.) 

The  chair  ruled  that  the  meeting  was  properly  called  and  it  was 
ascertained  that   stockholders  of  the  association,  consti- 
tuting a  quorum,  v/ere  present.     The  chair  reported  that  the  articles 

of  incorporation  of  the  association  were  filed  on  the   

day  of   ,  19  ,  at   o'clock  in  the 

 noon,   in  the  office  of  the  Secretary  of  State  of  the  State  of 

 ,  and  presented  a  copy  of  said  articles  of  incor- 
poration, which  v/as  read,  and  on  motion  duly  made,  seconded  and 
carried,  was  directed  to  he  entered  in  full  in  the  minute  hcok.  A 
draft  of  proposed  hylaws  for  the  government  of  the  association  was 

presented  by  and  was  read  to  the  meeting  and 

discussed  section  "by  section  and  as  a  whole,  and  was  unanimously 
adopted.    Each  stockholder  affixed  his  signature  to  the  "bylaws  and 
the  secretary  was  instructed  to  spread  the  "bylaws  on  the  minutes  of 
this  meeting, 

(Here  insert  record  of  any  other  "business  that  may  have 
"been  transacted.) 

There  being  no  further  business  to  come  before  the  meeting,  on 
motion  duly  made,  seconded  and  unanimously  adopted,  the  meeting  was 
adjourned. 


(Temporary  chairman) 


(Temporary  secretary) 


MIITUT'ES  OF  FIRST  I.ISIS'II'G 
OF 

BOARD  OF  DIRECTOaS 

The  first  ineeting  of  the  board  of  directors  oi  t?ie  

(Nsime  of 

t  >  

(Town)  (State) 

o'clock   M,  on   »  

_^     .  in   — ,  ' 

(place  of  meeting)  (Town) 

(State) 

Upon  convening,  was  elected  temporary 

chairman  and  temporary  secretary  of  the 

meeting,  and  each  assumed  his  office. 

The  chair  called  for  proof  of  notice  of  the  meeting,  whereupon 
 ^presented  a  waiver  of  notice  and  con- 
sent to  holding  the  meeting,  signed  "by  all  of  the  directors  of  the 
association,  which  waiver  and  consent  was  as  follows: 

(Copy  waiver  of  notice,  and  consent  to  holding  meeting.) 

Upon  roll  call  of  the  directors  of  the  association,  the  follow- 
ing answered  present : 

(Record  the  names  of  all  directors  present.) 

The  chair  ruled  that  proper  and  legal  notice  of  the  meeting  had 
"been  given  and  that  a  quorum  was  present,  and  announced  that  the 
meeting  was  open  for  transacting  "business. 

The  chair  stated  that  the  meeting  was  called  for  the  purpose  of 
electing  officers  of  the  association  for  the  ensuing  year  and  trans- 
acting any  other  business  that  might  properly  come  before  the  meeting. 

Upon  motion  duly  made  and  seconded,  the  following  officers  were 
unanimously  elected  to  serve  at  the  discretion  of  the  board  until  the 
time  of  the  first  regular  meeting  of  the  board  to  be  held  as  soon  as 
practicable  following  the  first  annual  meeting  of  the  stockholders; 


Association) 

was  held  at   

 .  19  >  at 


(Record  the  names  of  the  officers  elected  and  the  title 


of  office. ) 
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Following  the  election  of  the  officers,   the  president  took  the 
chair,  and  the  secretary-treasurer  assumed  the  duties  as  secretary 
of  the  meeting. 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

RESOLVED,  that  the  president  and  secretary  he  and  they  are 
herehy  authorized  to  have  prepared  and  to  issue  certificates  of 
stock  in  form  as  submitted  to  this  meeting,  and  each  in  form  as 
follows: 

(Here  insert  form  of  certificate  of  common  stock  and  form 
of  certificate  of  preferred  stock.") 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

RESOLVED,  that  the  president  and  secretary  be  and  they  are 
hereby  authorized  to  have  printed  a  sufficient  number  of  copies  of 
the  articles  of  incorporation  and  bylaws,  so  that  a  copy  thereof  may 
be  delivered  to  each  member,  and  each  person  who  may  later  become  a 
member  of  the  association. 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

RESOLVED,  that  the  ginning  agreement,  in  form  as  submitted  to 
this  meeting,  a  copy  of  which  appears  hereafter,   is  hereby  adopted: 

(Here  insert  form  of  ginning  agreement.) 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

RESOLVED,  that  all  subscriptions  for  stock  in  the  association 
appearing  on  the  list  submitted  by  the  secretary,  be  accepted,  and 
that  the  president  and  secretary  be  and  they  hereby  are  directed  to 
enter  into  ginning  agreements  with  all  subscribers  for  comjnon  stock, 
and  to  carry  out  the  terms  and  conditions  thereof,  and  to  solicit 
additional  subscriptions  for  stock,  and  signatures  to  the  ginning 
agreement,   for  submission  to  the  board  of  directors  for  approval. 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

RESOLVED,  that  the   Bank  be  selected  as  a 

depositary  for  the  funds  of  the  association. 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 
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RESOLVED,  that  all  checks  drawn  upon  the   

Bank,  for  withdrawal  of  funds  of  the  association  on  deposit  there- 
with, "be  signed  "by  the  secretary-treasurer  and  countersigned  hy 
either  the  president  or  the  vice  president. 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

HESOLVED,  that  the  secretary-treasurer  is  hereby  authorized  to 
receive  all  funds  paid  into  the  association,  endorse  all  checks  and 
other  media  of  exchange,  and  deposit  the  same  to  the  account  of  the 
association  in  Bank, 

Upon  motion  duly  made  and  seconded,  the  following  resolution 
was  adopted: 

RESOLVED,  that  the  president  and  secretary  "be  and  they  hereby 
are  authorized  and  directed  to  obtain  fidelity  bond  coverage  in  the 
amounts  stated  herein  on  the  following  officers,  agents  and  employees 
as  required  by  the  bylaws;  and  that  such  bonds  be  submitted  to  the 
board  of  directors  for  approval  at  its  next  meeting, 

Uame  Office  Amount  of  bond 

(Similar  resolutions  may  be  adopted,  providing  for  the 
insurance  of  the  property  of  the  association,  upon  its 
acquisition,  and  for  adequate  insurance  covering  other 
liabilities,  and  authorizing  the  employment  of  a  manager 
and  other  employees,) 

There  being  no  further  business  to  come  before  the  meeting,  on 
motion  duly  made,  seconded  and  unanimously  adopted,  the  meeting 
adjourned. 

Chairman 


Secretary 


APPENDIX  B 

In  order  for  a  cooperative  association  of  producers  to  be  exempt 
from  the  payment  of  Federal  income  taxes  it  must  meet,  and  be  oper- 
ated in  a  manner  consistent  with, the  terms  and  conditions  of  para- 
graph 12  of  section  103  o^"  ^^^^  Eederal  Revenue  Act  of  13J>8,  which 
reads  as  follov/s: 

"(12)  Farmers',  fruit  growers',  or  like  associations  organized 
and  operated  on  a  cooperative  basis  (a)  for  the  purpose  of  marketing 
the  products  of  members  or  other  producers,  and  turning  back  to  them 
the  proceeds  of  the  sales,  less  the  necessary  marketing  expenses,  on 
the  basis  of  either  the  quantity  or  the  value  of  the  products  furnished 
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by  them,  or  ("b)  for  the  purpose  of  purchasing  supplies  and  equipment 
for  the  use  of  members  or  other  persons,  and  turning  over  such  sup- 
plies and  equipment  to  them  at  actual  cost,  plus  necessary  expenses. 
Exemption  shall  not  be  denied  a.ny  such  association  because  it  has 
capital  stock,  if  the  -dividend  rate  of  such  stock  is  fixed  at  not  to 
exceed  the  legal  rate  of  interest  in  the  State  of  incorporation  or 
8  per  centum  per  annum,  whichever  is  greater,  on  the  value  of  the 
consideration  for  which  the  stock  was  issued,  and  if  substantially 
all  such  stock  (other  than  nonvoting  preferred  stock,  the  owners  of 
which  are  not  entitled  or  permitted  to  participate,  directly  or  indi- 
rectly, in  the  profits  of  the  association,  upon  dissolution  or  other- 
wise, beyond  the  fixed  dividends)  is  owned  by  producers  who  market 
their  products  or  purchase  their  supplies  and  equipment  through  the 
association;  nor  shall  exemption  be  denied  any  such  association 
because  there  is  accumulated  and  maintained  by  it  a  reserve  required 
by  State  law  or  a  reasonable  reserve  for  any  necessary  purpose.  Such 
an  association  may  market  the  products  of  nonraembers  in  an  amount 
the  value  of  which  does  not  exceed  the  value  of  the  products  marketed 
for  members,  and  may  purchase  supplies  and  equipment  for  nonraembers 
in  an  amount  the  value  of  which  does  not  exceed  the  value  of  the 
supplies  and  equipment  purchased  for  members,  provided  the  value  of 
the  purchases  made  for  persons  who  are  neither  members  nor  producers 
does  not  exceed  I5  per  centum  of  the  value  of  all  its  purchases. 
Business  done  for  the  United  States  or  any  of  its  agencies  shall  be 
disregarded  in  determining  the  right  to  exemption  under  this  para- 
graph."    (52  Stat.  1+80,  Title  26  U.S.C.  Sec.  IO3,  paragraph  12.) 

In  order  for  a  cooperative  association  of  producers  to  be  eli- 
gible to  borrow  from  a  bank  for  cooperatives,  it  must  meet  and  be 
operated  in  a  manner  consistent  with,  the  terms  and  conditions  of 
section  I5  of  the  Agricultural  Marketing  Act  as  amended,  which  reads 
as  follows : 

"*  *  *  As  used  in  this  Act  the  term  'Cooperative  Association' 
means  any  association  in  which  farmers  act  together  in  processing, 
preparing  for  market,  handling,  and/or  marketing  the  farm  products 
of  perso5.s  so  engaged,  and  also  means  any  association  in  which 
farmers  act  together  in  purchasing,  testing,  grading,  processing, 
distributing,  and/or  furnishing  farm  supplies  and/or  farm  business 
services:    Provided,  however,  that  such  associations  are  operated 
for  the  mutual  benefit  of  the  members  thereof  as  such  producers  or 
purchasers  and  conform  to  one  or  both  of  the  following  requirements: 

First,     That  no  member  of  the  association  is  allowed  more  than 
one  vote  because  of  the  amount  of  stock  or  membership  capital  he 
may  own  therein;  and 


Second.  That  the  association 
or  membership  capital  in  excess  of 
any  case  the  following: 


does  not  pay 
3  per  centum 


dividends  on  stock 
per  annum.     And  in 
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Thirvi.     That  the  association  shall  not  deal  in  farm  prodTicts, 
farm  supplies,  and  farm  business  with  or  for  nonmembers  in  an  amount 
greater  in  value  than  the  total  amount  of  such  business  transacted 
by  it  with  or  for  members.    ♦  *  *"     (1+6  Stat.  18;  Ug  Stat.  266;  U9 
Stat.  317  —  Title  12  U.S.C.  Sec.  llUlj.) 


